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BEFORE THE
| LLI NOI S COMMERCE COMM SSI ON

IN THE MATTER OF:

NORTHERN | LLI NOI S GAS COMPANY
d/ b/ a NI COR GAS COMPANY,

No. 08-0363

Proposed general increase in
natural gas rates.

N N N N N N N N N

Chi cago, Illinois
Novenber 19, 2008

Met pursuant to notice at 9:00 a. m
BEFORE:

MS. CLAUDI A SAI NSOT, D. ETHAN KI MBREL and
MS. BONI TA BENN, Adm nistrative Law Judges.
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APPEARANCES:

SONNENSCHEI N, NATH & ROSENTHAL, LLP, by
MR. JOHN E. ROONEY,
MR. PHILLIP A. CASEY
MR. THOMAS ANDREOLI
MS. ANNE M TCHELL and
MS. STEPHANI E GLOVER
233 South Wacker Drive, Suite 7800
Chi cago, Illinois 60606
-and-
MR. NEI L MALONEY
1844 Ferry Road
Naperville, Illinois 60563
-and-
CHI CO & NUNES, P.C., by
MR. JERRY D. BROWN
33 West Wacker Drive, Suite 1650
Chi cago, Illinois 6060
Appearing for Nicor;

Mc GUI REWOODS, LLP, by

MR. MARK McGUI RE and

MR. BLAI R HANZLI K

77 West Wacker Drive, Suite 4100

Chi cago, Illinois 60601
Appearing for CNE;

DLA PI PER, LLP, by

MR. CHRI STOPHER J. TOWNSEND

MR. CHRI STOPHER N. SKEY

203 North LaSalle Street, Suite 1900

Chi cago, Illinois 60601
Appearing for Interstate Gas Supply of
I11inois;

LUEDERS, ROBERTSON & KONZEN, by

MR. ERI C ROBERTSON

P.O. Box 735

1939 Del mar Avenue

Granite City, Illinois
Appearing for the I|IEC;

428



10

11

12

13

14

15

16

17

18

19

20

21

22

APPEARANCES:  ( CONT' D)

MS. KAREN LUSSON

MS. KRI STIN MUNSCH and

MR. ELI AS MOSSOS

100 West Randol ph Street, Suite 1100
Chicago, Illinois 60601

Appearing for
[11inois;

t he People of the State of

MS. JANI CE VON QUALEN and

MS. JENNI FER LI N

160 North LaSalle Street, Suite C-800
Chi cago, Illinois 60601

Appearing for

El MER STAHL, by

Staff;

MR. JONATHAN M. W ER
224 South M chigan Avenue, Suite 1100
Chi cago, Illinois 60604

(312) 660-7618
Appearing for

Vanguar d Energy.

429



10

11

12

13

14

15

16

17

18

19

20

21

22

Re - Re - By

W tnesses: Direct Cross direct cross Exam ner

JEFF MAKHOLM

435 438
DI ANNA HATHHORN
448 458
SHEENA KNI GHT- GARL| SCH
472 476
480
PETER LAZARE
515 519
DAVI D BRI GHTWELL
544 547
565
589
NEI L ANDERSON
625

470

538 539

606
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Number For ldentification

In Evidence

#2.0,2.04 a-D 15.0
#15.1 - 15.5

#6. 01, 6. 0C, 6.0, 19.0C
#19. 0-19. 01-19. 08
#7.0,20.0 518
#13.0, 25. 0&25. 1
#1.0,1.01-1. 07

#A-F, 14.0, 14. 01-14. 07
#3.0, 3.01-3.05

#3. 05, 16. 0, 16. 01, 16. 02
#4. 0R, 4. 01-4.04
#5. 0, 18. 0C

#8.0,21.1 & 21.0

#9. 0&22. 0

#10. 0&23. 0
#11. OFR, 24. OR2

#12.0

#3

NI COR

#1 488
#2 489
#3 492
#4 499
#1-4
#6.0,6.1, 21. 0,
#21.1-21.6

#5

CcuB

#1.0,1.01 & 2.0

I EC

#1.0, 1.1-1.6,
#2.1-2.6,2.4-2.5

ELPC

#1.0,2.0

ENE

#1

VES

#1.0,2.0

447
450
450
476
476

547
613
613
614
614
615
617
618
619
620
622
623
624

513
611
611
633

515

604

605

610

628
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JUDGE SAINSOT: By the authority vested in ne by
the Illinois Commerce Comm ssion, | call Docket
No. 08-0363, it is the matter of the Northern
Il'1inois Gas Conpany, doing business as Nicor Gas,
and it concerns the proposed general increase in
rates and revisions to other terms and conditions of
service.

WIIl the parties identify themsel ves
for the record pl ease.

MR. ROONEY: Your Honor, on behalf of Northern
Il1inois Gas Conpany, d/b/a Nicor Gas, John Rooney
Tom Andreoli, Phil Casey of the firm Sonnenschein,
Nat h, Rosenthal, LLP, 233 South Wacker Drive, Suite
7800.

MR. BROWN: On behalf of Northern Illinois Gas
Conpany, Jerry Brown of the firm Chico & Nunes, P.C.,
33 West Wacker Drive, Suite 1650 Chicago, Illinois
60606.

MR. MALONEY: Also, on behalf of Northern
1 1inois Gas Company Neil Maloney, Assistant Gener al
Counsel, 1844 Ferry Road, Naperville, Illinois 60563,

MS. VON QUALEN: Jan Von Qual en and Jennifer
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Lin on behalf of the staff w tnesses of the Illinois
Commerce Comm ssion, 527 East Capitol Avenue,
Springfield, Illinois 62701.

MR. HANZLI K: Mark McGuire and Blair Hanzlik of
McGui re Wbods, LLP, 77 West Wacker Drive, Suite 4400
Chi cago, Illinois 60601

MR. SKEV: Good norning, your Honor.

On behalf of Interstate Gas Supply of
1 Tinois Inc., Christopher Skev and Christopher
Townsend and Amanda Jones, of the law firm of DLA
Pi per, LLP, US, 203 North LaSalle, Chicago, Illinois
60601.

MS. MUNSCH: Kristin Munsch and Karen Lusson,
the People of the State of Illinois, Office of the
Attorney General, 100 West Randol ph Street, 11th
FIl oor, Chicago, Illinois 60601.

MS. SODERNA: On behalf of the Citizen's
Utility Board Julie Soderna, 309 West Washington,
Suite 800, Chicago, Illinois 60606.

MR. ROBERTSON: On behalf of the Illinois
| ndustrial Energy Consunmers, Eric Robertson, Peters

Robertson & Townsend, P.O. Box 735, 1939 Del mar,
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Granite City, Illinois 62040. Vanguard energy
services.
MR. W ER: On behalf of Vanguard Energy, John
Wer with Eimer Stahl, 224 South M chi gan,
Suite 1100, 60604.
JUDGE SAI NSOT: Are there any further
appearances?
(No response.)
Okay. Our first witness today is
M . Makholm 1is that correct?
MR. ANDREOLI : Yes, your Honor.
JUDGE SAI NSOT: You can proceed.
MR. ANDREOLI : Tom Andreoli, your Honor.
Ni cor Gas calls Dr. Jeff Makhol m
(W tness sworn.)

Thank you, your Honor.

434



10

11

12

13

14

15

16

17

18

19

20

21

22

JEFF MAKHOL M,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MR. ANDREOLI :

Q Good morning, Dr. Makhol m

A Good nmor ni ng.

Q Woul d you please state and spell your ful
name for the record.

A May name is Jeff, mddle initial D,
Makhol m; M- a-k-h-o0-1-m

My address is 200 Clariden Street,
Bost on, Massachusetts 02116.

Q Dr. Makholm do you have in front of you a
document marked as your direct testimony in this case
Ni cor Gas Exhibits 10.0 to 10.16?

A Yes.

Q That document contains two corrected
exhi bits, 10.15 and 10.16; is that correct?

A Yes.

Q Was t hat docunent prepared by you or and/or
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under your direction?

A Yes.

Q Dr. Makholm do you have in front of you a
document marked as your rebuttal testimony in this
proceedi ng marked as Nicor Gas Exhibits 25.0 to
25.16.

A Yes.

Q Was t hat docunent prepared by you and/ or
under your direction?

A Yes.

Q And, Dr. Makholm, do you have in front of
you a docunent marked as your surrebuttal testinony
in this proceeding identified as Nicor Gas
Exhi bit 44.07

A Yes.

Q And was that document prepared by you
and/ or under your direction?

A Yes.

Q Your Honor, all of these documents have
been subm tted supported by affidavit, and |I would at
this time nove to submt theminto evidence?

JUDGE SAI NSOT: Any objection?
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(No response.)

Heari ng no objection, your notion is
granted, Counsel.

And M. Makhol m s testinmny and
supporting exhibits, which for the record are Nicor
Exhibits 10.0 and 10.1 through 10. 16.

Am | right that only 10.15 and 16 are
corrected.

MR. ANDREOLI : That's correct, your Honor.

JUDGE SAI NSOT: Okay. And Nicor Exhibits 24
and Attachments 24.1 through 24.8 and Ni cor
Exhibit 43.0 and attachnments 43.1 and 43.2 are
entered into evidence.

MR. ANDREOLI: Your Honor, if |I'm correct, |
t hink the numbering on the rebuttal testinony and
surrebuttal testimony is Exhibit 25.0 to 25.16 and on
the surrebuttal testimny Exhibit 34.

JUDGE SAI NSOT: Okay. Thanks for pointing that
out .

MR. ANDREOLI:  Your Honor, | didn't note
before, Exhibit 25.0 has been filed in a corrected

form
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JUDGE SAI NSOT: Okay. So for the record, the
rebuttal and surrebuttal testimny that will be
admtted are 25.0 with Attachments 25.1 through 25.16
and 25.16 is corrected?

MR. ANDREOLI : Yes, your Honor -- no, no, 25.0
is corrected.

JUDGE SAI NSOT: Okay 25.0 is corrected.

And the surrebuttal testimony exhibit
is 44.0. Thank you.

MR. ANDREOLI: Dr. Makholm is avail able for
cross, your Honor.

JUDGE SAI NSOT: Ckay.

CROSS- EXAM NATI ON
BY
MS. VON QUALEN

Q | have a few questions.

Good morning, Dr. Makhol m.

A Good nmor ni ng.

Q " m Jan Von Qual en. | represent the staff
wi tnesses in this proceeding.

Dr. Makholm, | would like to turn your

attention to your Exhibit 25.0, and I'm | ooking at
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Pages 22 and 23, Lines 498 to 502?

A In the corrected version?

Q ' m actually [ ooking at the former version,
but | don't believe this has changed?

A Ckay. | will do go to both.

Yes, thank you.

Q Dr. Makholm do you see that it says
Ms. Kight-Garlisch suggested a 25-basis point
downward adjustment to her recomended cost of equity
for Nicor Gas on the basis of her prem se that Nicor
Gas' equity is less risky than that of a proxy group
that's signaled by two things; one, S&P bond rating
di fferences; and two, S&P business profile scores for
Ni cor Gas versus the proxy group?

A Yes.

Q And do you see further on Lines 505 through
506 that you state Ms. Kight-Garlisch made an
adj ust ment that goes beyond what would reflect
reasonabl e i nvestor expectation?

A Yes.

Q Would it be fair for me to say that on
Li nes 508 through 515, you inventory the bases for
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your criticismof Ms. Kight-Garlisch?

A | think in the corrected, it's 509 through
516, but, yes, close enough.

Q Thank you.

In | ooking at Lines 517 through 519,
you reach the conclusion Ms. Kight-Garlisch has taken
no care with her 25-basis point adjustment. She
sinmply found a conveni ent adjustment w thout a valid
conceptual foundation.

Do you see that?

A Yes.

Q And then | ooking at Ms. Kight-Garlisch's
testinony, Exhibit 6.

Do you have that with you today?

A No.

MS. VON QUALEN: May | approach the witness?

JUDGE SAI NSOT: Yes.

MR. ANDREOLI : Counsel, are we | ooking at the
direct rebuttal ?

MS. VON QUALEN: Exhi bit 6.

JUDGE SAI NSOT: \What page nunber? This is
Staff Exhibit 6?
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MS. VON QUALEN: Staff Exhibit 6, and I'm
| ooki ng at Pages 21 through 25.

JUDGE SAI NSOT: Ckay.
BY MS. VON QUALEN:

Q Did you find those pages?

A Yes. 21 through 25, you said?

Q Yes.

And woul d you agree with nme that that
is where Ms. Kight-Garlisch addresses the downward
adj ust ment ?

A Yes.
Q Woul d you please identify for nme where
Ms. Kight-Garlisch discusses S&P bond rating
di fferences.
A | see on Page 21 the references to Moody's,
not S&P. And in that respect, | may stand corrected.
Q Thank you.

Woul d you agree that
Ms. Kight-Garlisch never mentions S&P business
ratings or credit profiles?

A Well, et nme ook through. | don't see S&P

on those pages, but | see a number of references to
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Moody' s. So with respect to S&P, | just don't see
it.

Q So isn't it true that Ms. Kight-Garlisch
does not use S&P bond ratings or S&P busi ness
profiles in her determnation of a difference in risk
bet ween the proxy group and Nicor Gas?

A | think I m sspoke. | should have said
Moody' s.

Q Woul d you agree with me that Moody's does
not have profile scores?

A Profile scores is a product of S&P. I
don't think Moody's has any product with that nane;
al though, it does generally the same thing, as does
Fitch. They all do the sane thing.

Q Dr. Makholm, you testified on behalf of
Ni cor Gas in Nicor's |ast rate case Docket No.
04-0779, correct?

A Yes.

Q Do you have a copy of your testinony from
t hat proceeding with you today?

A No.

MR. ANDREOLI : Counsel, | may have a copy.

442



10

11

12

13

14

15

16

17

18

19

20

21

22

MS. VON QUALEN: | have a copy right here, but
if you have a copy to |ook at, that would be hel pful.

MR. ANDREOLI : Ckay.

BY MS. VON QUALEN:

Q Dr. Makholm, 1'm showi ng you a copy of your
testinony fromthe 04-0779 case, and |I'm al so handi ng
you what |'ve marked as Staff Makhol m Cross-Exhi bit
1, which is just a couple pages from that testinony.

MR. ANDREOLI: Thank you, Counsel.

BY MS. VON QUALEN:

Q | would like you to -- do you recognize
t hat as your rebuttal testimony from 04-0779?

A Yes.

Q | would like you to turn to Pages 8 through
10, which are the pages included in the smaller
subset that | handed you and marked as Staff Makhol m
Cross- Exhibit 1?

A Yes.

Q And |1'm | ooking at Lines 226 through 279.

Woul d you agree with me that that
testinony is responding to Staff Wtness

M. MNally's recommended cost of equity in that
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proceedi ng?

A That's correct.

Q Woul d you agree with me that M. McNally's
recommendation in 04-0779 was not based upon the same
rationale as Ms. Kight-Garlisch's analysis in the

current proceeding?

A By "same," do you nmean exact same or sane
in thrust.
Q | mean the sanme as in Ms. Kight-Garlisch

relied upon Moody's, whereas M. MNally relied upon
St andard & Poors?

A | would call that in the same thrust;
al though, not exactly the same source.

Q Woul d you agree with me that Page 23, Line
503 through Page 24, Line 539 in your rebuttal
testimony from the previous Nicor rate case -- this
is Staff Makhol m Cross-Exhibit 17?

A Cross-exhibit 1 only has Pages 8 through
10, | believe.

Q |'m sorry. That cite was to this case.

So your testimony in this case.

A Ckay. | want to give you your things back.
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Q Okay.

A Now, we are back to my testimny?

Q Yes.

JUDGE SAI NSOT: s this his rebuttal testinony?

MS. VON QUALEN: This is his rebuttal

testi nony, Exhi

bit 25.

THE W TNESS: As corrected?

MS. VON QUALEN: As corrected, Page 23,

Li ne 503.
MR. ANDREOLI : Counsel, because the document
t hat has been admtted is the corrected copy, |

understand you're working off

j ust

t hat

suggest we take care with respect

are going

word on --

identify it fromthe whol e page.

JUDGE SAI NSOT:

doubl e- spaced,

into the record. There is only one

the uncorrected copy,

You really should be able to

These things are

SO0 you can just refer to the page.

MS. VON QUALEN: Okay.

BY MS. VON QUALEN:

t hat

Q Page 23, starting with the question,

a problem

t hrough Page 24 ending with

uIS

to the |ines
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"standpoi nt of financial theory or practice --

A Yes.

Q -- is identical to Page 8, Line 231 through
Page 10, Line 279 of the testinony you filed in

Docket No. 04-07797?

A No, that's not identical.
Q s it substantially identical?
A It's substantially the same thrust of

testimony, yes.

Q Could you identify for me what the
di fferences are.

A Well, 1I'"mtal king about Ms. Kight-Garlisch
in this case. | was tal king about the same sort of
adj ust ment done by her predecessor in the |last case.

MS. VON QUALEN: Thank you, Dr. Makhol m

| have no further questions.
| will come and get ny exhibits back.
Judge, | would like to nove into
adm ssion for evidence of Staff Makholm
Cross- Exhibit 1.
JUDGE SAI NSOT: Any objection?
MR. ANDREOLI : No, objection, your Honor.
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JUDGE SAI NSOT: Okay. You're notion is granted,
Counsel . Just note that it's Staff Exhibit Cross 2
for the record.

Okay. We are going to call it Staff

Cross- Exhibit 2.

You're motion is granted, Counsel. And

it's admtted into evidence.
(Wher eupon, Staff Exhibit
Cross 2 was admtted into
evi dence.)
MR. ANDREOLI : | have no redirect, your Honor.
JUDGE SAI NSOT: | just want to make sure that
Staff is done with this witness.
s that it for you?
MS. VON QUALEN: Yes.
JUDGE SAI NSOT: OCkay. Anyone else? | thought
t here was someone else on the |ist.
MR. ROONEY: Your Honor, the list | sent out
| ast night, the Citizens Utility Board waived cross
of Dr. Makhol m.
JUDGE SAI NSOT: Okay. That's it for you

Dr. Makhol m.
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(W tness excused.)
The next witness is Ms. Hawthorn.

MS. LIN: Judge, at this time the Staff calls
Ms. Hawt horn.

JUDGE SAI NSOT: Okay. You're all ready,

Ms. Hawt horn, | can tell.
(W tness sworn.)

DI ANNA HATHHORN,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MS. LI N:

Q Good morning, Ms. Hathhorn, could you
pl ease state your name, spelling your first and | ast
name for the reporter please.

A Di ana Hat hhorn; D-i-a-n-n-a;
H-a-t-h-h-0-r-n.

Q Ms. Hat hhorn, do you have in front of you
two pieces of testinmony that you caused to be filed
in this docket?

A Yes, | do.
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Q And are those pieces of testinmony
identified as ICC Staff Exhibit 2.0 with attached
Exhi bit Schedules 2.1, 2.04, in addition to
Attachments A and D as your direct testinony?

A Yes.

Q And do you also have in front of you
rebuttal testinony, which has been identified as
Staff Exhibit 15.0 with attached exhi bit Schedul es
15. 01 through 15.05 and attachnments A through F?

A Yes, | do.

Q And if these questions were asked to you
t oday, would those answers be the same?

A Yes, they woul d.

Q Are they true and accurate to the best of
your know edge?

A Yes, they are.

MS. LIN:  Judge, at this time, | would move for
adm ssion into evidence attachments A through D as
the Direct Testinony of Diana Hathhorn in addition to
Staff Exhibit 15.0 with attached Schedul es 15.01
t hrough 15.05 and Attachments A through F as rebuttal

testimony of Ms. Hat hhorn.
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JUDGE SAI NSOT: Any objection?

MR. ROONEY: (Shaking head side to side.)

JUDGE SAI NSOT: Okay. That being the case, your
motion is granted, Ms. Lin.

Ms. Hat hhorn's testinony is entered
into evidence. And that consists of Staff Exhibit
2.0, 2.01, 2.04 and Attachnments A through D, as well
as Staff Exhibit 15.0 and 15.1 through 15.5 and
Attachments A through F.

MS. LIN:  Thank you.
(Whereupon, Staff Exhibits 2.0,
2.01, 2.04, Attachments A
t hrough D, Staff Exhibit 15.0
and 15.1 through 15.5 and
Attachments A through F were
admtted into evidence.)

CROSS- EXAM NATI ON

BY

MS. MUNSCH:

Q Good morning, Ms. Hathhorn. My nanme is
Kristin Munsch on behalf of the People of the State

of Illinois.
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A

Q

t hi nk, for

rebuttal t
A
Q
payroll ad

t hat corre
A
Q
t he Conpan
the foreca
aut hori zed
enpl oyees
A
Q
t he Conpan
year 2009
enpl oyees?
A

Q

Good nmor ni ng.
| just have a couple quick questions,

you.

|f you could turn to Page 12 of your

estimony.

Okay.

Lines 255 to 262, you discuss a proposed

justment of AG/ CUB W tness David Effron; is

ct?

That's correct.

As a general matter, would you agree that

y's test year payroll expense is based on

st that Company makes, this includes the

-- forecast of the authorized nunber
in the test year of 20097
Coul d you repeat the question.

Woul d you agree, as a general matter,

of

t hat

y basis its test year forecast for the test

on the forecast of the nunber of authorized

Yes, that's correct.

And you state when you're discussing
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M. Effron's proposed adjustment that in your review
of the Conmpany's testimony in this case and
supporting work papers, as well as additional

di scovery, you reached a conclusion that the
Conpany's position on its test year payroll expense
is reasonable; is that correct?

A Yes, that's nmy testinmony.

Q Did your review of additional discovery
review of responses to other parties data requests
besi des staff?

A Yes, | |l ooked at M. Effron's.

Q So that would include a review of the

Conmpany's response to AG Data Response 8.157

A | can't think of what that DR is, as | sit
here, but | know he was reviewing all his DRs as they
came in.

Q On Pages 8 and 9 of your rebuttal
testimony, you addressed the Conpany's uncollectible
expenses:
You proposed | owering the
uncol | ecti bl e expense percentage to 2.02 percent just

as you did in your direct testinony; is that correct?
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A Yes.

Q And you also respond again to a proposed
adj ustment of AG/ CUB W tness David Effron; is that
correct?

A Yes, that's correct.

Q And you state that you agree with
M. Effron that an adjustnment would be necessary; is
t hat correct?

A Yes.

Q But you woul d disagree with the met hodol ogy
that M. Effron used in arriving at his proposed
adjustment; is that correct?

A That's correct.

Q And you expressed concern that M. Effron
treated, | think as you characterized it, as a
outlier, data from 2007; is that correct?

A Yes.

Q Did you review the schedule that M. Effron
filed with his direct testinmny, which was part of
the AG Exhibit 1.1, Schedule C-2.2?

A Yes.

Q And woul d you agree that that showed an
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average -- showed M. Effron's calculations, and it

i ncluded data from 2005, 2006 and 20077?

A |'d have to | ook at it again.
Q | have a copy, if you would need it.
A Yeah.

Q Woul d you agree this shows data from 2005,
2006, 2007 that M. Effron used in his calcul ations?

A Yes.

Q You participated in the most recent Ameren
Illinois Utility rate cases, | believe you did,
didn't you?

A | was the ALJ assistant. | wasn't a
wi t ness.

Q Okay. But you're famliar with that case?

A Yes.

Q And woul d you agree that in that case, the
Conpany, AG and CUB proposed using a three-year
average of net write-offs divided by revenues to
cal cul ate uncoll ectible expense?

A ' m not that famliar with that case.

Q Okay. Movi ng back to your testimony, the
same spot slightly, | believe, Lines 191 through 194
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continuing your response to M. Effron's adjustnment.
You said that M. Effron does not give

wei ght to the actual activity in 2008; is that

correct?
A | said he appears to give no weight.
Q He appears to give no weight.

Attachment B in your direct testinony
is the response to a Staff Data Request DLH 15.03.
A Did you say "B," as in boy.
Q B, as in boy, yes.
A To which testimny?
Q This is to your direct testinony.
| apol ogi ze.
Attachment B includes a response to
Staff Data Request DLH 15.03, which shows updates to
t he Conpany's forecast of uncollectibles expense and
net charge-offs; is that correct?
A That's correct.
Q This includes five months of actual data;
is that correct?
A Yes.

Q And this shows that the -- on this
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response, it shows the actually charge-offs for the
first five nonths of 16 mlIlion 859 thousand and 80
dollars; is that correct?

JUDGE SAI NSOT: Ms. Munsch, where is this?

MS. MUNSCH: It's actual forecasted charge net
charge-off, Colums D and E.

THE W TNESS: That's what it says, yes.

BY MS. MUNSCH:

Q And this also showed that the actua
revenues for the first five nmonths, which is
Colum I, of 1 billion 903,547,054 dollars; is that
correct?

A That's what it shows, yes.

Q Woul d you accept, subject to check, that
we were to take the actual charge-offs and do the
cal cul ation using the actual charge-offs as a
percent age of actual revenues that the result would
be approximately .89 percent?

A The 16 mllion over the 1.903?

Q Yes.

A Subj ect to check.

Q And would you al so agree, subject to check,
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that if we were to take, for instance, M. Effron's
proposed rate of 1.80, which was based on a

t hree-year average of actual charge-offs over actual
revenues and include the additional five months of
data that that would |ower his average from 1.807?
That it would drop it, subject to check, it would

| ower the average?

A Coul d you say that again, what we'd be
doi ng?

Q We woul d be taking M. Effron's three-year
cal cul ation, which resulted in a rate of 1.80 and
including this five nmonths of actual data, including
the rate that we just cal cul ated, which was the rate
of actual charge-offs over actual revenues.

Woul d you agree, subject to check,
t hat that would |ower M. Effron's average?

A " m not sure.

Woul dn't you al so have to address in
the five nonths of revenues?

Q Ri ght. Assuming -- yes. W would do
exactly the calculation we just did.

A So it would be a three-year average, plus
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five nore nonths.

Q Correct.

A | don't know how you would call -- | don't
under st and how that would be cal cul ated for an annual
rate of three-year average plus five nonths.

Q Okay. Thank you.

MS. MUNSCH: No further questions.

MR. ROONEY: Thanks, your Honor.

CROSS- EXAM NATI ON

BY

MR. ROONEY:

Q Good morning, Ms. Hathhorn.

John Rooney on behalf of Nicor Gas
Conpany.

My questions are only going to relate
to your rebuttal testinmony. And in particular, your
di scussion of your proposed adjustnent related to
Ni cor Energy Services billing, which is found on
Pages 12 through 14. Okay?

A Okay.

Q As an initial matter, on Lines 281 through
286 on Page 13, you identify the fact that the only
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difference explained by the Company is that Nicor

Sol utions uses a different billing system than Nicor
Services. There is a cite there and that using a
different billing systemis not sufficient to justify
why Ni cor Gas charges Nicor services, only fully

di stributed costs rather than a prevailing price for
what appears to be the sanme billing services to Nicor
Services, correct?

A Correct.

Q And based upon that fact that the Conmpany
has just, in your view, identified -- has only
identified that fact, you're suggesting a proposed
adj ustment of increasing or imputing a 25-cent rate
to bills for Nicor Services as opposed to the 11 --
1112 cent charge that's being applied under fully
di stributed costs cal cul ation, correct?

A Yes, that's correct.

Q OCkay. And then by virtue of inmputing that
25 cent rate to the Nicor Services billing service
per bill, that results in an upward adjustment of
revenues by approximtely 588, 000, correct?

A Yes.
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Q And then that serves to offset revenue
requi rement by an equival ent amount ?

A Yes, that's correct.

Q Now, the operating agreement that we are
di scussing here as attached to your rebuttal
testinony is Attachment E, correct?

' m sorry. F, as in Frank?

A Yes, it's Attachment F.

Q Okay. And would you agree that the
operating agreement applicable to Nicor Gas all ows
for Nicor Gas to provide billing services to its
affiliates?

A Yes, it does.

Q And woul d you agree that the operating
agreement allows Nicor Gas to charge for services
provided to affiliates using either the prevailing
price or a fully distributed cost of service if no
prevailing price exists?

A Yes, that's what it calls for.

Q And in the operating agreement we're
di scussing here, that's an operating agreement that
was approved by the Comm ssion previously, correct?
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A Yes.

Q Wth regard to your adjustment, would | be
correct also that you are not claimng that the
Conpany has incorrectly calculated a
fully-distributed cost of providing billing service
to Nicor Services?

A That's correct.

Q And if you want, |'d offer you to turn to
Page 7 of that Attachment F, and cite you to
Section 5.1, Subsection B, as in boy, little Roman i.
Let me know when you're there?

A ' m there.

Q And would you agree with ne that as
described in the operating agreement that the
prevailing price is charged for a service that is

provided for sale to the general public; isn't that

correct?
A Yes.
Q Now, when we're discussing this adjustnment,

we are tal king about three conpanies; there's Nicor
Gas, Nicor Solutions and Nicor Services, correct?
A Yes, that's correct.
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Q | would like to turn to Nicor Solutions
first.

Woul d you agree with me that Nicor
Solutions, with regard to this, the bills that are
being -- the billing service that's being offered
by -- strike that.

Woul d you agree that with regard to
Ni cor Solutions that Nicor Solutions provides a fixed
bill product?

A Yes.

Q Okay. And would you agree that the fixed
bill product is a product that is in conpetition with
products for gas commodity offered by customer sel ect
provi ders?

A That's nmy understandi ng.

Q And woul d you agree he that custonmer sel ect
suppliers are selling natural gas to customers within
Ni cor service territory?

A Yes.

Q And woul d you agree that custonmer sel ect
suppliers require customer consunption data from
Ni cor Gas in order to compute bill amounts?
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A | guess, | would agree to that. | hadn't
really thought about what they required.

Q In the course of preparing your
cross-exam nation today, did you have reason to
review the surrebuttal testimny of M. James Gorenz,
Ni cor Gas Exhibit 45.07

A Yes, | did.

Q And woul d you agree that Nicor Gas is
required to offer billing services to customer sel ect
suppliers?

A | don't know if it's required or not.

Q Okay. Wuld you agree that Nicor Sol utions
uses the same billing system that the Conpany's
customer select suppliers use?

A That's nmy understandi ng.

Q Okay. And would you agree that Nicor
Sol utions was not charged an initial setup fee in
order to begin billing its customers using the Nicor
Gas billing systen?

A | probably have to check M. Gorenz'
testinony to see if that's correct, assum ng he

t al ked about it.

463



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Well, maybe I'Il help you here with this.

A That woul d be great.

Q If you turn to your testimny, Attachment
E, it's DLH 27.09.

A Okay. "' mthere.

Q That | ast paragraph on the first page, it
di scusses what Nicor Energy Services, which is the
ot her company, was required to pay.

It does not discuss any paynment that

Ni cor Solutions had to pay as an initial startup cost

to begin billing its customers using Nicor Gas'
billing service; isn't that correct?

A Whi ch response are you on again?

Q 27. 09. It's attached to your rebuttal

testimony as Attachment E, as in Edward?
A Ri ght .
It discusses only how Ni cor Energy
Services was charged for a set of costs.
Q It also describes the fact that Nicor
Energy Services also is charged for ongoing
mai nt enance, programm ng expenses as they incur,

correct?
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A Yes.

Q And the paragraph above speaks to Nicor
Solutions. And it does not identify any initial
setup charge or ongoi ng mai ntenance charges

associ ated with Nicor Solution's use of Nicor Gas'

billing system correct?
A Yes.
Q Now, let's turn to Nicor Services, would

you agree that Nicor Services is engaged in selling
heating ventilating and air conditioning, HVAC,
mai nt enance and warranty services to its customers?

A Yes.

Q And as we just described, would you agree
that the billing service that Nicor Gas provides
Ni cor Services is different fromthe service that is
being offered to custonmer select suppliers and Nicor
Sol utions?

A Well, the product is being sold by Nicor
Sol utions and Nicor Services are different.

| don't know -- Nicor Gas, as |

understand, is providing billing services to both

companies for two different kinds of services that
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t hey provide.

Q Now, turning back to your Attachment E,
which is the Conpany's response to DLH 27.09, that
third paragraph.

The fourth line of that DR response
says: "The billing system utilized for Nicor Energy
Services is a different billing program within the
customer care and billing system than the one that is
utilized for customer select suppliers.”

Do you see that?

A Actually, 1'm not there yet.

Q ' m sorry. It's the third paragraph of the
answer for 27.09, and it's the fourth line, the
sentence beginning the start of the fourth |line?

A Okay. | see that.

Q And you have no reason --

A Ri ght . | understand that's a different
billing system but | just understand that the
service, it's still a billing service.

Q It's a billing service, but would you have

any basis to know or not know whether it's the sanme
type of service that is being offered to the custonmer
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sel ect suppliers in Nicor Solutions?

A Well, in my testimony on Page 13 of ny
rebuttal testinony, | reference a response from Nicor
where they kind of summarize the billing services

that Nicor Gas provides to Services and Sol utions,
and they summarized it jointly as printing mailings,
cash remttance, customer inquiry, and so that | eads
me to believe that the services since it's al
summari zed together, even though it uses two
di fferent conputer systenms for billing, this is Kkind
of the same service.

Q Okay. Goi ng back to M. Gorenz'
surrebuttal testinony.

Do you have a copy of that with you.

And | point you towards the top of Page 11?

JUDGE SAI NSOT: And that's Nicor exhibit?

MR. ROONEY: 45. 0, your Honor.

JUDGE SAI NSOT: On the top of Page 11.

MR. ROONEY: Yes, Line 225 going through
Li ne 238.
BY MR. ROONEY:

Q If you want to take a nmoment to read that.
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A VWhich |ine?

Q Starting on Line 235 and going to Line 238.

Ready?
A Yes.
Q Do you have any basis to disagree with

M. Gorenz' statement on these |lines?

A No.

Q Wth regard to the billing service that
Ni cor Gas provides to Nicor Services, the HVAC
supplier, do you know whether Nicor Gas is obligated
to provide billing services to other providers of
HVAC mai nt enance services and warranties?

A | don't know.

Q Do you know whet her Nicor Gas does, in
fact, offer billing services to other HVAC
mai nt enance and warranty providers?

A | would think that if it doesn't, then it
woul d have a prevailing price, and that's what woul d
be charged to Nicor Services, so it can't be.

Q OCo so you're agreeing with me that Nicor
isn't providing that service --

A Ri ght .
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Q

A

Q

Sol uti ons,

per bill

Comm ssi on has approved,

A

Q

that's a service that

cust omer

A

MR.

JUDGE SAI NSOT:

MS.

-- to other HVAC-type suppliers?

Ri ght .

And in contrast,

with regard to Nicor

t he Company is charging Nicor Solutions a

rate that's based upon a tariff that the

Yes.

correct?

And with regard to that billing service,

sel ect suppliers,

Yes.

is also being offered to other

correct?

ROONEY:: Thank you.

| have no further questions.

Thank you, Ms. Hathhorn.

LIN: Judge, can

confer with my witness?

JUDGE SAI NSOT: Sure.

Any redirect?

have a few m nutes to

| have a question of the AG.

You had a schedul e regarding

uncol | ecti bl e accounts expense. Is this going to be

adm tted

into evidence?
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MS. MUNSCH: It's already attached as part of

his testinmony.

JUDGE SAI NSOT:  Okay.

Thanks.

Woul d you like to take a 5-m nute

br eak.

MS. LI N: Sur e.

(Wher eupon,

JUDGE SAI NSOT: We are back on the record.

Any redirect?

MS. LIN: No, Judge.

a recess was taken.)

JUDGE SAI NSOT: | have a couple questions of

Ms. Hat hhorn just to clarify the record in general.

They may be in the record and

So they're far

| just

m ssed them

fromtrick questions.

CROSS- EXAM NATI ON

BY

JUDGE SAI NSOT:

Q If you know, Ms

. Hat hhorn, what is the

at-fault hit ratio for 1,000 |ocates?

A | really don't know a | ot of detail about
that. | just know that it's the performance goal of
the I ncentive Comp Plan, and | got historical results
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of what the Conpany has been doing to get that.
| believe it's a safety goal, but
beyond that, |I'm not sure.

Q Okay. | was going over your rebuttal
testinony | ast night, and on Page 15 of your rebuttal
testimony -- and | don't think you really have to
| ook at it -- you recommend requiring Nicor to record
its physical gas | osses, expense in Account 823, as
opposed to account -- essentially Account 352. 3.

| just want to be clear what the
difference is accounting-wi se and financially between
t hose two accounts.

A The difference is 823 is an operating
expense account, and the other account is a rate
base, so when the |oss gets recorded through the
expense and it's in a test year, the Company would
receive that nmoney directly in rates. Like, let's say
it's $100, the $100 would go right into the revenue
requirement.

But if it's the other kind of |oss, we
reconrmend it be at rate base, so $100 be added to the

total rate base and the Conmpany gets the return and
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appreci ati on expense of that.

JUDGE SAI NSOT:

That's

Thanks ve

all | hav

Anyt hing el se?

Thanks.

MS. VON QUALEN

Ki ght - Garl i sch.

called as a witness herein,

SWOr n,

A

Q

record.

A

S-h-e-e-n-a;

Q

ry much.
e.

Okay.

You can step down.

(W tness excused.)

Staff calls Sheena

(W tness sworn.)

SHEENA Kl GHT- GARLI SCH,

havi ng been first duly

was exam ned and testified as foll ows:

DI RECT EXAM NATI ON

BY

MS. VON QUALEN

Good morning, Ms. Kight-Garlisch.

Good nmor ni ng.

Pl ease state your

name and spell it for

My name is Sheena Kight-Garlisch,

VWho is your

K-i-g-h-t, hyphen,

empl oyer

G-a-r-l-i-s-c¢c-h.

and what

is your

t he
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busi ness address?

A My enployer is Illinois Comerce
Comm ssi on. My busi ness address is 527 East Capitol
Avenue, Springfield, Illinois 62701

JUDGE SAI NSOT: Ms. Garlisch, you're going to
have to speak up a little bit.

BY MS. VON QUALEN:

Q Can you pull the m crophone maybe a little
closer. Is it on?

A Yes.

Q What is your position at the Comm ssion?

A I'ma financial in the Finance Depart ment
and the Financial Analysis Division.

Q Did you prepare testimny for subm ssion in
this proceedi ng?

A Yes, | did.

Q Do you have before you a document, which
has been identified as I1CC Staff Exhibit 6.0C,
Corrected Direct Testinony of Sheena Kight-Garlisch?

A Yes, | do.

Q Does it consist of 37 typewritten pages and
Schedul e 6.01 through Schedule 6.107
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A Yes, it does.

Q Did you prepare that testinmony for
subm ssion in this proceeding?

A Yes, | did.

Q Do you have any additions or corrections to
that testimny?

A No, | don't.

Q Do you al so have before you a docunent,
whi ch has been marked as |1 CC Staff Exhibit 19.0C,
Corrected Rebuttal Testinony of Sheena
Ki ght-Garlisch?

A Yes.

Q And does that testimony consist of 19
typewritten pages and Schedules 19.01 through 19.03?

A 19. 08.

Q Thank you for that correction.

A Yes.

Q Did you also prepare the corrected rebuttal
testimony for subm ssion in this proceedi ng?

A Yes, | did.

Q Did you have any additions or corrections
to make to ICC Staff Exhibit 19.0C?
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A No, | do not.

Q If I were to ask you the questions that are
contained in ICC Staff Exhibit 6.0C and I CC Staff
Exhi bit 19.0C today, would your answers be the sane?

A Yes.

Q And is the information contained in those
two exhibits true and correct, to the best of your
know edge?

A Yes, it is.

MS. VON QUALEN: Judges, at this time, | would
move for adm ssion into evidence | CC Staff Exhibit
6.0C with attached schedules, and I CC Staff Exhibit
19. 0C with attached schedul es.

JUDGE SAI NSOT: Any objection?

(No response.)

Noti ng none.

Your motion is granted, Counsel.

And Ms. Kight-Garlisch's testinony is
entered into evidence, which consist of Staff 6.0C
with Schedules 6.01 through 6.0 attached, and Staff
Exhibit 19.0C with Schedules 19.0 through 19.01
t hrough 19.08 entered into evidence.
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MS. VON QUALEN: Thank you.
(Whereupon, Staff 6.0C Schedul es
6.01 through 6.0, Staff 19.0C,
Schedul es 19.0 through 19.01
t hrough 19.08 were admtted
into evidence.)

MS. VON QUALEN: Ms. Kight-Garlisch is

avai |l abl e for cross-exam nati on.

MS. SODERNA: | can start.

CROSS- EXAM NATI ON

BY

MS. SODERNA:

Q Good morning, Ms. Kight-Garlisch.

My name is Julie Soderna. l'"m with
the Citizens Utility Board.

' m going to ask you sone questions
regarding -- just a couple -- regarding the beta
adjustment that you used in your capital asset
pricing model or capM

In your rebuttal testinmny at Page 17,
Lines 312 through 314, you testified that an academ c

paper, referred to generally as the Nagle Paper, does
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not apply to staff capM analysis because the Nagle
Paper did not explicitly considered adjusted betas;
is that right?

A Correct.

Q You woul d agree with me, wouldn't you, that
t he Nagl e Paper found that an oversinmplified version
of the capM where all betas equal 1 was or accurate
t han a nmodel using unadjusted raw betas; is that
correct?

A Correct.

Q Am | correct that your capM anal ysis
purports to correct the errors inherent in unadjusted
betas by applying a mean reversion adjustment that
adjusts raw betas closer to the market mean?

JUDGE SAI NSOT: Ms. Soderna, you're going to
have to break that one up.

Take your time.

MS. SODERNA: Okay.

( CHANRGE OF REPORTER)
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BY MS. SODERNA:

Q Ckay. Let's start with -- you believe
that -- you believe there are errors inherent in
unadj usted betas; is that right?

A Yeah. Are you referring to nmy direct or

my rebuttal? M analysis changed in nmy rebuttal.

Q l'"'mreferring to your rebuttal testinmony.
A Because | didn't rely on ny reversion beta
in rebuttal. | relied on a value line beta and

publ i shed betas from Zacks, Yahoo.

Q Okay. And those --

A And those use --

Q The value line analysis, that --

A Val ue line adjusts for beta. The published
beta fromthe other sources is not adjusted.

Q Okay. And the value line adjustment is

also called a nean reversion adjustment; is that
right?
A Yes.

Q Okay. So we're on the same page. That's
what |I'mreferring to. And you apply -- or your

anal ysis applies that mean reversion adjustment --
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the value line adjustment applies the mean reversion
adjustment to adjust raw betas closer to the market

mean; is that right?

A Yes.
Q And the value line -- the value line beta
is adjusted to the market mean rather than a utility

specific average beta; is that right?

A Yes.

Q And you believe that adjustment is
appropriate at least in part because you believe the
derivation of the true industry mean beta is
problematic; isn't that right?

A Yes.

Q And that is because of your reliance on
ot her academ c findings showi ng that adjusted betas
perform better than unadjusted betas; is that right?

A Correct.

Q And the Comm ssion has historically relied
on this evidence in approving the use of adjusted
betas; is that right?

A Yes.

Q You haven't performed, have you, any study
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or analysis of the particular sanple of conparable
utilities in this proceeding to exam ne the
performance of the mean reversion adjustnment in terns
of the effect on the accuracy of the beta estimate,

have you?

A No.
MS. SODERNA: That's all | have.
MR. ANDREOLI : We have an exhibit that we were

hoping to use as part of our exam nation. To save
time, would it be all right if we set it up now?
JUDGE SAI NSOT: Ri ght . Your exam nation of
this witness or another wi tness?
MR. ANDREOLI : O Ms. Kight-Garlisch. | may
not get to it for a mnute or two.
JUDGE SAI NSOT: Right. Sure. Go ahead. You
can set it up now.
(Di scussion off the record.)
MR. ANDREOLI : Thank you, your Honor.
CROSS- EXAM NATI ON
BY
MR. ANDREOLI
Q Ms. Kight-Garlisch, my nanme is Tom
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Andr eol i . | represent Nicor Gas. We net earlier out
in the hall. | " m going to try to conduct this
exam nation without Dr. Makhol m at ny side. So |

hope you bear with ne.

| think -- can we agree on the
statement that for a utility to attract comon equity
capital, it must provide a rate of return on comon

equity sufficient to nmeet investor requirements?

A Yes.

Q Now, Ms. Soderna spoke with you about your
CAPM analysis. You also conducted a di scounted cash
fl ow analysis for purposes of arriving at your return
on equity recommendation in this case; that's right,
isn't 1t?

A Yes.

Q And Dr. Makhol m descri bed the DCF met hod as
one that makes use of the relationship between the
current stock price and the expected future stream of
di vidends in order to calculate investors' estimted
di scount rate or cost of equity. Wuld you agree
with that definition?

A For the investor-required return, yes.
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Q Thank you.

Now, you, for purposes of your
anal ysis, conducted what you described as a
nonconstant di scounted cash flow analysis; yes?

A Yes.

Q And, in particular, you conducted what you
described as a nmultistage nonconstant growth DCF
model ?

A Yes.

Q And that would contrast with Dr. Makhol nm s
approach which can fairly be described as a
si ngl e-stage approach?

A Correct.

Q And for purposes of his single-stage
approach, Dr. Makhol m used three inputs to arrive at
his DCF recommendation; is that correct?

Let ne rephrase that. | apol ogi ze.
To arrive at his single-stage growth
rate?

A By three inputs, you mean the dividends,
the stock price, and the growth rate?

Q Yes.
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A Even t hough he has nultiple methods to
determ ne the growth rate.

Q | actually meant the multiple methods to
determ ne growth rate; is that correct?

A Yes.

Q Okay. Now, the approach that you took
invol ved three stages. There was a near-term growth
stage, which you assunme to |last five years. That's

correct, right?

A Yes.
Q There was -- |I'"mgoing to junp ahead.
There was a steady stage -- what you described as a

steady-stage growth rate, which | asted effectively
into perpetuity?

A Yes.

Q And in between the two, you had a
transitional growth period and that was for years 6
t hrough 107

A Correct.

Q So. O if I'"ve got your growth -- the way
you approached your growth rate correctly, you had

years 1 through 5, years 6 through 10, and then year
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11 on into infinity?

A Correct.

Q And if | understood your testinony
correctly, you used that approach because, from your
perspective, the growth rate that you arrived at
using enpirical data for the first stage could not be
sust ai ned over the |ong-tern?

A Correct.

Q Okay. And in order to arrive at your first
stage growth rate, you used enpirical data from Zacks
invest ment research?

A | used the Zacks investnment -- analyst
i nvested forecasts, correct, which are 3- to 5-year
forecasts.

Q Just so | wunderstand that particular input
correctly, those are dividend growth rate esti mtes
from Zacks?

A Earni ngs growth rate.

Q Okay. The stock price date you used was
July 22nd, 20087

A Yes.

Q That's the same date that Dr. Makhol m used
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for his calculation; is that correct?

A In his rebuttal, | believe he updated it.

Q Thank you.

A The same date.

Q And he did that or at |east he testified he
did that for the purpose of trying to arrive at sone
kind of a conparability, to the extent possible,

bet ween his cal cul ati ons and yours?

A | think so.
Q Does that sound fair?
A | believe that's what he says.

Q Okay. Now, could | ask you to take a | ook
at Schedule 6.03 to your direct testinmony.

A Yes.

Q You' re ahead of ne. Hang on.

If one were to | ook at the column that
you' ve | abeled Stage 1 with the footnote, those are
the Zacks 3- to 5-year earnings per share growth rate
estimates that you used for your cal cul ation?

A Yes.
Q And there are seven of them correct?

A Correct.
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Q And that's seven nmenbers of -- that's the
seven- member peer group that you used for your
anal ysi s?

A Yes.

Q And if | recall correctly, Dr. Makhol m had
ei ght conpanies in his peer group?

A Correct.

Q And you - -

A He had MGE, which does not have a Zacks
growth rate that is published. So | excluded it.

Q Fair enough. Thank you. | was going to
ask you that.

You did agree that MGE was a
reasonabl e estimator of Nicor Gas' operating risk;
correct?

A Correct. Yes.

Q But based on the lack of the Zacks
growth rate -- based on the |ack of the Zacks growth
rate, you excluded it from your peer group?

A Correct.

Q Okay. Now, you testified on rebuttal that

if the Comm ssion were to accept Dr. Makholm s

486



10

11

12

13

14

15

16

17

18

19

20

21

22

met hodol

ogy for determ ning the proper

growth rate

in the

for the conmpanies in the sanple, then staff would
have no objection to inclusion of MGE Energy
utility sample?

A Correct.

Q Okay. |'d like to show you -- did you
review Dr. Makholm s work papers as you were
preparing your testimony in this case?

A | went through, | believe, the majority of
hi s.

MR. ANDREOLI : Ckay.

Your Honor, may | approach the
wi tness?

JUDGE SAI NSOT: Yes, you may.

MR. ANDREOLI : | think I"m going to mark this
first. Your Honor, are we on Cross Exhibit 1?

JUDGE BENN: Yes.

MR. ANDREOLI : Thank you.

JUDGE SAI NSOT: Judge Benn has it all under
control there.
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(Wher eupon, Nicor Cross
Exhi bit No. 1 was
mar ked for identification
as of this date.)
THE W TNESS: \When was this corrected?
BY MR. ANDREOLI :

Q You know, it was corrected yesterday. I

have the earlier copy. "' m nmore than happy to show
it to you.

A What was corrected on it?

Q The footnote. "Il tell you, to make it --

| think it is probably better to do it where |I show
you the earlier version as well.

A But this is based on his direct and not his
rebuttal, which he updated in rebuttal this
i nformation.

Q |*d have to ask you that.

A Well, | believe |I have the updated exhibit.

JUDGE BENN: Are you going to make this all one
exhi bit?

MR. ANDREOLI : | marked it as 2.
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(Wher eupon, Nicor Cross
Exhi bit No. 2 was
mar ked for identification
as of this date.)

BY MR. ANDREOLI :

Q Ms. Kight-Garlisch, maybe the best way to
do this is |I've marked for purposes of identification
the corrected work paper as Nicor Cross Exhibit 1 and
| ve marked the original work paper as Nicor Gas
Cross Exhibit 2.

If you |l ook at the two -- and pl ease
take your time to do so -- | want to make sure we can
agree that the only differences in the two docunents
are that the corrected work paper, Nicor Gas Cross
Exhibit 1, in the header is |abeled as Corrected Wrk
Paper and the text of Footnote 2 is different?

A Actually, there's two colums added into
the corrected work paper.

Q | apol ogi ze. | agree with you.

A Do you know what those two colums are
supposed to represent?

Q | don't anticipate |I'm going to ask you
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guesti ons about those two col umns.

A

Q

"' m not asking you to do anything now, but

to the extent you reviewed his work papers, you may

not remenber this particular work paper which was --

A

Q

A

Q

| have it right here.
Terrific. Okay. So you did |look at it?
Yes.

Al'l right. Wuld you agree with ne that

this particular work paper was served with his

rebutt al

A

Q

A

testi nony?

Yes.
Okay.

The 10.08 that does not say Corrected Work

Paper was served with the rebuttal testinmony.

Q

Fair enough. And, subject to check, would

you agree with ne that the corrected work paper was

served yesterday?

A

t hough.

Q

A

Subj ect to check. | have not received it,

Okay.
| have not seen it before.
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Q

Okay. And what | would like to ask you to

do is to take a | ook at

the colum which is | abel ed

Stage 1 Growth Rate and the little letter g. Do you

see that

A

Q

colum?

Yes.

And why don't

we work off the corrected

wor k paper, which is Nicor Gas Cross Exhibit 1.

Excl udi ng

the second line item of the

cross exhibit for MGE Energy, are the growth rates

i ndicated on the spreadsheet the same as the growth

rates indicated on your

A

Q

Yes.
Okay.

Stage 1.

Schedul e 6.03?

Stage 1. Okay.

Do you see the growth rate indicated

for MGE Energy?

A

Q

have an estimte for

excluded MGE from your

A

Yes.

And | think we

Correct.

agree that Zacks did not

MGE Energy, which is why you

peer group; correct?
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MR. ANDREOLI : Ckay.

Your Honor, may | approach the
wi tness? Thank you. Your Honor, we're marking this
as Exhibit 3.

JUDGE SAI NSOT: Ckay.
(Wher eupon, Nicor Cross
Exhi bit No. 3 was
mar ked for identification
as of this date.)
(Di scussion off the record.)
BY MR. ANDREOLI :
Q Ms. Kight-Garlisch, if you take a | ook at
Ni cor Gas Cross Exhibit 3, this is actually
Exhibit 25.6 to Dr. Makholm s testimony which already
has been admtted in this proceeding.

l'd like you to ook at the line item
| abel ed for MGE Energy and, in particular, the
Average Growth Rate presented in the |ast colum
whi ch i ndicates 5. 65. Do you see that?

A Yes.
Q And that's the same number that's presented

in the Stage 1 growth rate on Nicor Gas Cross
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Exhibit 1 for MGE Energy. Do you see that?

A Yes, but the footnote to your Nicor Cross
Exhibit 1 says that he substituted Zacks growth rates
frommy testinony. And that is not a Zacks growth
rate.

Q Fair enough. In fact, | was going to ask
you, do you understand that it is not a Zacks growth
rate, it is an average of two of the three inputs
that Dr. Makholm used to create a growth rate for MGE
Ener gy?

In particular, I'd ask you to | ook at
the estimated VL growth colum and the B tinmes R plus
S times V colum and average those two.

A Yes.

Q Do you see that?

A Yep.

Q And would you agree that 5.65 is just a
simpl e average of the two?

A Yes.

Q Okay. Now, if you |look at the cal culation
that's performed in corrected work paper -- Nicor Gas
Cross Exhibit 1, the corrected work paper,
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effectively,

correctly, we're | ooking at

if | understand this cal cul ati on

rate met hodol ogy which has substituted Zacks

esti mates for

average which does not pertain to Zacks for MGE

Energy,;

A

Q

spreadsheet,

woul d you agree with that?

Yes.

a single-stage growth

Okay. And if you were to play out this

the cal cul ati on presented here, wh

Dr. Makhol m s met hodol ogy nmodified to use Zacks

growth rates, it produces an unadjusted ROE in

fifth colum of 10.51. Do you see that?

A

Q

with me that

result?

A

and | can't

Yes.

i ch

t he

Okay. Subject to check, would you agree

that is arithmetically the correct

really don't have to time to check that

verify that that is correct. | wou

have to run the nunbers nyself.

Q

A

Q

Okay. But subject to check --

That is Dr. Makhol m s cal cul ati on of

agree with that.

I d

DCF.

the Stage 1 growth and also includes an

is
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What |'m asking you is, subject to
check, plugging in your growth rates with the
exception of the MGE, which is an average, and
running it through Dr. Makhol m s DCF cal cul ati on, one
arrives at an unadjusted return on equity of 10.51
percent; correct?

A That is what Dr. Makholm arrived at. I
woul d have to run the analysis to verify that that's
correct.

Q Okay. Do you have any reason --

A | don't have time. | guess --

Q "' m not asking you to do that. " m

suggesting that, assum ng this spreadsheet is

arithmetically correct, the number is nmost |ikely
correct as well; yes?
A Assum ng that this is arithmetically

correct, then | would say that Dr. Makhol m s
cal culation of 10.51 is correct as he presents it in
t his paper.
Q Thank you.
In addition to your DCF analysis, you
al so prepared a CAPM anal ysis which Ms. Soderna spoke
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with you about earlier; yes?

A Yes.
Q You referred to it

ways. You referred to it

to it as a risk prem um anal ysis.

thing, isn't it?

A Yes.
Q Okay.

And | think,

you were talking with Ms. Soderna
i nes betas

val ue in a regression

estimate the beta of your utility

right, isn't it?

A In my direct testinmony,
correct.

Q I n your direct.
Now, on rebuttal,
approach; yes?
A Yes.
Q Now, if |

rebutt al

in your

as you

under st ood what

testinony in two

as a CAPM and you referred

It's the sane

i ndi cated while
on direct, you used
analysis to

sample; that's

yes, that's

you took a different

happened in your

testimony, you determ ned to use only

published betas as a way to reduce the contested

i ssues in the case?
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A Correct.

Q Okay. And the rebuttal testimony, as

understand it, uses four published raw betas from

Reuters, Scott Trade, Yahoo with an exclamati on
poi nt, and Zacks; is that right?

A Yes.

Q Okay. And one published adjusted beta

estimate, which is value |line?

A Correct.

Q s that the same beta that Dr. Makhol m

A Value |ine beta, yes.

Q OCkay. And when you ran through your

cal cul ation using the four raw betas and one adjusted

beta, you reached a CAPM return on equity of
10. 6 percent; is that correct?
A Yes.

Q And we didn't get to this earlier, but

your

DCF result stayed the same, it's been 9.25 on direct

and rebuttal ?
A Yes.

Q Okay. And for purposes of making a
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recommendation as to ROE in this case, you then

averaged your CAPM, the 10.6 and the 9.25, which

produced a 9.93 ROE result; does that sound right?
A Yes.

Q And then Ms. Von Qualen talked with

Dr. Makholm a little bit about, | believe, the risk
adj ust ment question, | think.
But, in any event, you further

adj usted your result by 25 basis points for what you
perceived to be Nicor Gas' |lower risk relative to the
peer group; correct?

A Yes.

Q And that produces the 9.68 return on equity

which is reflected on the big chart?

A Yes.
MR. ANDREOLI : Your Honor, for purposes of
di scussing the chart, 1'll go ahead and mark it as

Ni cor Gas Cross Exhibit 4. And | have some smal l

copi es. "1l go ahead and hand one of those up.
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(Wher eupon, Nicor Cross
Exhi bit No. 4 was

mar ked for identification
as of this date.)

JUDGE SAI NSOT: |'"'m sure the Clerk's Office
woul d prefer the small copies.
BY MR. ANDREOLI :

Q In your rebuttal testimny, you also stated
t hat the Comm ssion has traditionally relied upon
adjusted beta estimates; that's correct, isn't it?

A Yes.

Q And al ong those lines, you adjusted the
four raw betas that you used in the cal cul ati on we
just reviewed; correct?

A Correct.

Q And when you took those four adjusted
betas, plus the value line beta, you calcul ated a
CAPM return on equity of 11.39 percent; correct?

A Correct.

Q And when you averaged that with the
9.25 percent DCF result, you reached an unadjusted

return on equity of 10.32 percent; yes?
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A Correct.

Q And then when you applied your 25 basis
poi nt reduction, you reached a return on equity of
10. 07 percent; right?

A Yes.

Q But the 10.07 percent is not Staff's
recommendation for return on equity in this case, is
it?

A No.

Q The recommendation is 9.68; is that right?

A Correct.

Q Can you identify for me another Conmm ssion
deci sion that based the CAPM result on a m xture of
raw and unadj usted betas?

A No.

Q ' m going to say that again because what |
just said made no sense.

Woul d you identify another Comm ssion
deci sion that based the CAPM result on raw and
adj usted betas?

A | don't know any other Comm ssion -- or |

don't know of any Comm ssion decisions that based
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their decision on raw and adj usted bet as.

Q Not one?

A No.

Q Ckay. Now, when we started tal king, you
agreed with me that for a utility to attract conmon
equity capital, it must provide a rate of return on
common equity sufficient to nmeet investor
requirements. Do you remenber that?

A Yes.

Q Okay. And that's because utilities have to
conpete for capital; right?

A Yes.

Q Al right. Now, |'m going to ask you --
excuse mne.

' m going to ask you to | ook at the
colums that are indicated on Cross Exhibit 4 and
they're footnoted. And I'd like you to |Iook at the
colum | abel ed People's which is from Docket Nos.
07-0241 and 0242 consoli dat ed. You participated in
t hat proceeding, didn't you?

A Yes.

Q Subj ect to check, do those -- subject to
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check, would you agree with ne that those are, in
fact, the return on equity figures adopted by the
Comm ssion in that proceeding?

A Subj ect to check, yes.

Q Fair enough.

And with respect to the second col um,
ConmEd Docket No. 07-0566, subject to check, would you
agree with me that 10.3 was the return on equity
adopted by the Comm ssion in that proceedi ng?

A Subj ect to check.

Q And the same thing with respect to columm
three, the Ameren Utilities, September 24th order in
Dockets 07-0585 through 590, subject to check, those
are the numbers?

A Yes.

Q The ROE recommendati ons the Comm ssion
adopt ed?

A Subj ect to check, yes.

Q Okay. Those are all decisions handed down
in 2007; right? '8. | apol ogize. They're all 2007
dockets, but it's, in fact, this year?

A Yes.
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Q Thanks.

s it fair to say, when you | ook at
those first three colums, that at |east in theory,
the return on equity the Comm ssion arrived at for
each of those utilities should put the utility on an
equal footing with the others in terns of attracting

equity capital?

A What do you nean by equal footing?
Q The utility -- the Comm ssion set a return
on equity, which should allow those utilities to

conpete for investnment capital ?

A The return on equity set by the Comm ssion
should allow the utilities to -- the ability to or
the chance to earn the investor's required rate of
return on capital; but that investor required rate of
return, as you can see, is different for each
conpany.

Q Under st ood. But the fact that it's
different shouldn't necessarily mean that an investor
is going to run out and go to Ameren because of the
hi gher number ?

A Correct, because there's different risk
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with the compani es.

Q Fair enough.

My question is, what is it about Nicor

Gas that makes it such a great conpany that an
investor is going to devote its capital to Nicor Gas
at a 9.68 return on equity?

A Well, first, they're all determ ned at
different dates. So if you ran a cost of equity or
i nvestor required return, currently you would
probably get a different nunber than what you do in
t hose cases.

And Nicor has a stronger credit rating

from S&P, |'m sure, than Ameren and ConmEd, which are
triple B credit ratings, | believe. And People's, |
believe, is an A-rated conmpany, but -- subject to

check. And from S&P, Nicor Gas is double A

Q Woul d you agree with me that the orders in
each of the People's, ConEd, and Ameren cases were
entered before or at the beginning of what | think
can fairly be described as a very difficult time in
the financial markets?

A No, not entirely. Order -- the last two
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orders were in September and the -- although the
mar ket has continued to decline, that would have
still been with the -- difficulty in the financial
sector was already occurring at that tinme.

Q Woul d you agree with me that October was a
heck of a nmonth in the financial markets?

A Yeah.

Q OCkay. A heck of a bad nmonth; right?

A For some conpani es, but not for every
conpany.

Q How about for the market as a whol e?

A For the market as a whole, it declined

substantially.

Q Okay. When the Comm ssion -- | think it's
probably fair to say when the Conmm ssion reaches an
approved return on equity, it's not going to make al
utilities equal just because they have to conpete for
investment capital; would you agree with that?

A What do you nmean it won't make al
conpani es equal ?

Q The Comm ssion is not going to set every

utility's return on equity at the same rate --
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A No.

Q -- simply because they have to conpete for
capital; correct?

A Correct.

Q But the relative ability to conpete for
capital is a consideration; that's fair, isn't it?

A Yes.

Q Okay. Just briefly with respect to the
riders that are proposed in this case, you testified
t hat Moody's states that rate designs that conpensate
the utility for margin | osses caused by conservation
and weat her-related variations and gas consunption
stabilized the utilities' credit metrics and credit
rati ngs?

You know, I'll -- rather than do that,

woul d you m nd taking a | ook at your direct,

Exhi bit 6.0. | believe it's on Page 25.
A Yes.
Q Is that a correct --
A ' m sorry. | couldn't hear what you were

reading. There was sonmething going by at the tinme.
But, yeah, | mght -- discussion of the riders begins
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on Page 25 of ny direct testinony.
Q And, in fact, | had it marked as 25 and 26
because it junmps the page.

If you take a | ook at the bottom of
Page 25 and the top of Page 26, there's -- as part of
your discussion of the riders, you indicate that
Moody's states that rate designs that conpensate the
utility for margin | osses caused by conservati on and
weat her-rel ated variations and gas conpensati on
stabilize the utilities' credit metrics and credit
rati ngs?

A Consunpti on.
Q Consunpti on. Okay.

That part of your testinmony, that is
support for Staff's position in this case that were
certain of these -- or all, excuse me, were all of
these riders adopted, that it may be the case that an
adj ustment -- an additional adjustment in the return

on equity is warranted, that's Staff's position;

correct?
A Yes.
Q Ckay. | didn't see it. There's nothing in
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your testimony -- there's not an exanmple in your
testinony of Moody's ever noving a credit rating up
or down because of decoupling or a weather clause?

A | didn't have anything in my testinony.

Q There's no exanples in there?

A No, there's no exanples in nmy testinmony.

Q Okay. Wuld you please take a | ook at your

rebuttal testinony, Exhibit 19.0, on Page 16.

A Yes.
Q And in particular, I'm | ooking at Lines 277
to 278. In your testinmony with respect to the

bulletin from S& on NSTAR and Dr. Makhol m s use of

t hat, you suggest that his quote is deceptive and
that he falsely inplies that the bulletin is based on
the results of an NSTAR rate case.

Havi ng reviewed Dr. Makhol m' s
surrebuttal testinony, would you agree with me that
there's no indication that Dr. Makholm did anything
to m slead anybody in this case?

A No. | believe in his rebuttal that he was
m sl eading -- in his rebuttal testimny of this
bulletin from S&P.
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Q When you |l ook at Dr. Makhol m s surrebuttal
testimony, he quoted the statement from the bulletin
inits entirety; is that correct?

MS. VON QUALEN: M. Andreoli, do you have a

citation to his testinony?

MR. ANDREOLI : Sure. Just a m nute.

THE W TNESS: | have it. It's Page 13 and 14.

MR. ANDREOLI: Just for purposes of the record,
your Honor, it's Dr. Makholm s surrebuttal testinmony,

Ni cor Gas Exhibit 44. The question begins on Page 13
and the answer runs through Pages 14 and -- 14 and
15.
BY MR. ANDREOLI :

Q Do you see the full quote there,

Ms. Garlisch, at the top of Page 14?

Ki ght-Garlisch, | apol ogize.
A Yes. He includes the entire quote in his
surrebuttal.
Q It | ooks to be accurate?
A Yes. Well, except for that he abbreviated

Department of Public of Utilities as DPU.
Q But beyond that --
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A Beyond that, it's --

Q -- it looks to be correct?
A Yeah.
Q Putting aside a possible m sconmuni cation

bet ween yourself and Dr. Makholm on this particul ar
bulletin, would you agree with me that we're on al

fours now with respect to what's in the evidentiary

record?
A Yes, as far as what the report says.
MR. ANDREOLI : Thank you, your Honor. | have

not hing further. Thank you Ms. Kight-Garlisch.
Could I nove the cross exhibits into
the record now?
JUDGE SAI NSOT: Well, | would if | were you.
MR. ANDREOLI : Ckay. "Il change that from a
guestion to a request.
May | nmove the cross exhibits into the
record now, your Honor?
JUDGE SAI NSOT: Okay. You have four exhibits?

MR. ANDREOLI : It's Nicor Gas Cross 1, 2, 3 and

JUDGE SAI NSOT: Okay. Any objection to the

510



10

11

12

13

14

15

16

17

18

19

20

21

22

adm ssion into the record of Nicor Gas 1, 2, 3 and 47

MS. VON QUALEN: Judge, if | could have just a
m nute to consult?

JUDGE SAI NSOT: Sur e.

(Di scussion off the record.)

MS. VON QUALEN: Judge, | do have an objection
to Nicor Cross Exhibit 1. And that is based upon
what Ms. Kight-Garlisch pointed out, that there are
t hose two colums in Nicor Cross Exhibit 1, which is
the corrected work paper, which do not appear on the
original work paper, which is Nicor Cross Exhibit 2.

| don't know what those nunbers are.
The record doesn't show what those numbers are. |
understand, | think, that M. Andreoli wants Nicor
Cross Exhibit 1 in for the purposes of the change in
t he Footnote 2.

So | don't know if we could just, you
know, take judicial notice of the fact that No. 2 on
Cross Exhibit -- Nicor Cross Exhibit 2 should
actually read Substituted Zacks Growth Rates from
Ms. Kight-Garlisch's Testinony.

JUDGE SAI NSOT: | have a sinmpler solution.
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Bl ack Magi c marKker.

MR. ANDREOLI : Your Honor, | have reached the
end of my technical expertise. If I could have just
a monent to consult with Dr. Makholm, | shoul d be

able to answer Counsel's question and resolve this.

JUDGE SAI NSOT: Yeah, but you can't testify as
to those what columms are.

MR. ANDREOLI : | *'m not intending nyself to put
myself in the position of a testifying w tness.

JUDGE SAI NSOT: Okay. Good. But it may just
be that -- for purposes of the record, the easiest
way is to get -- after you have talked with
Dr. Makholm - -

MR. ANDREOLI : You know what, having consulted
with Counsel, M. Rooney, it appears to be the case
t hat mar ki ng out those two colums will be just fine.

JUDGE SAI NSOT: Okay. When we're on break,
Judge Benn, 1'Il go get a black Magic marker and
we'll take care of it. | think that's the easiest
way because you're not tal king about those col ums
and black Magic marker works so well and is so easy.

MR. ANDREOLI : Thank you, your Honor.
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JUDGE SAI NSOT: Ckay.
Any further objections?
MS. VON QUALEN: No, your Honor.
JUDGE SAI NSOT: Okay. That being the case,
Ni cor's Cross Exhibit 1 through 4 are admtted into
evidence, with the stipulation that these two
extraneous colums between the unadjusted ROE and the
percent age change on Nicor Exhibit 1 will soon be
subject to the black Magic marker at the next break.
(Wher eupon, Cross Nicor
Exhi bit Nos. 1 through 4 were
admtted into evidence
as of this date.)
MS. VON QUALEN: Judge, | don't know, does
anyone el se have cross for Ms. Kight-Garlisch?
Then | would ask for a brief break so
that | may consult with her.
JUDGE SAI NSOT: Sure. \What time is it, 11:007
Want to say 11:15.
(Recess taken.)
JUDGE SAI NSOT: Just for the record, could

Counsel take a look at Exhibit 1 with my high-tech
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al terations.

MR. ANDREOLI : Fine by ne.

MS. VON QUALEN: Okay.

JUDGE SAI NSOT: Okay. Thanks. | just wanted
to make sure. Thank you.

MS. VON QUALEN: We have no further questions.

JUDGE SAI NSOT: Ckay. Ms. Kight-Garlisch,
you' re excused. Thanks.

MS. SODERNA: CUB filed the direct testimony of
Chri stopher C. Thomas, which was marked as CUB
Exhibit 1.0 and attachnment 1.1, as well as the
rebuttal testinony of Christopher C. Thomas, which
was designated as CUB Exhibit 2.0 with no
attachments.

| have three copies of each of the

testinmonies, but | just realized that | do not have
three copies of CUB Exhibit 1.1. | could get those
to you.

JUDGE SAIl NSOT: At lunchtime?
MS. SODERNA: At lunchti me.
JUDGE SAI NSOT: Ckay. Fi ne.

MS. SODERNA: So with that, CUB noves for the
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adm ssion of CUB Exhibit 1.0, 1.1, and 2.0.
JUDGE SAI NSOT: Any objection?
MR. ROONEY: None.
JUDGE SAI NSOT: Okay. That being the case,

Ms. Soderna, your notion is granted. And CUB

Exhibit 1.0, 1.01, and 2.0 are entered into evidence

with the understanding that 1.01 will be tendered
after lunch.
MS. SODERNA: Thank you very nuch.
(Wher eupon, CUB
Exhibit No. 1.0, 1.01, and 2.0 were
admtted into evidence
as of this date.)
JUDGE SAI NSOT: So we have M. Lazare now.
Okay. (Wtness sworn.)
PETER LAZARE
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MS. VON QUALEN

Q Good morning, M. Lazare.
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A Good nmor ni ng.

Q Pl ease state your name and spell your | ast
name for the court reporter.

A Peter Lazare, L-a-z-a-r-e.

Q VWho is your enployer and what is your
busi ness address?

A 1 linois Commerce Comm ssion. And ny
busi ness address is 527 East Capitol Avenue,
Springfield, Illinois, 62701.

Q What is your position at the Comm ssion?

A ' m a senior rates anal yst.

Q Did you prepare testimny for subm ssion in
this proceeding?

A Yes.

Q Do you have before you a document which has
been identified as ICC Staff Exhibit 7.0, Direct
Testinony of Peter Lazare?

A Yes.

Q That document consists of 43 typewritten
pages and Schedule 7.01 through 7.07?

A Yes.

Q Do you have any additions or corrections to
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make to ICC Staff Exhibit 7.0 and schedul es?

A No.

Q Did you prepare that docunent for
subm ssion in this proceeding?

A Yes.

Q Do you al so have before you a docunent
whi ch has been identified as I CC Staff Exhibit 20.0,
Rebuttal Testimony of Peter Lazare?

A Yes.

Q Did you prepare that docunent for
subm ssion in this proceeding?

A Yes.

Q Does that document consist of 27
typewritten pages?

A Yes.

Q Do you have any additions or corrections to
| CC Staff Exhibit 20.07

A No.

Q If I were to ask you the same questions
today as are contained in ICC Staff Exhibits 7.0 and
20.0, would your answers be the same?

A Yes.
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Q And are the answers therein true and
correct, to the best of your know edge?

A Yes.

MS. VON QUALEN: Judges, at this time, | nmove
for adm ssion into evidence of ICC Staff Exhibits
7.0, the direct testimny of Peter Lazare, with
attached schedules, and | CC Staff Exhibit 20.0, the
rebuttal testinony of Peter Lazare.

JUDGE SAI NSOT: Any objection?

Heari ng none, your notion is granted,
Counsel . Staff Exhibit 7.0 with attachments 7.01
t hrough 7.07, as well as Staff Exhibit 20.0 are
entered into evidence.

(Wher eupon, Staff

Exhi bit Nos. 7.0 and 20.0 were

mar ked for identification

as of this date.)

MR. ROBERTSON: | think I am the only one that
has cross for this wi tness, your Honor.

JUDGE SAI NSOT:  Okay.
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CROSS EXAM NATI ON
BY
MR. ROBERTSON:

Q Good morning, M. Lazare.

A Good mor ni ng.

Q My name is Eric Robertson. | represent the
II1inois Industrial Energy Consumers.

|'d like to direct you to Page 24 of
your direct testinmony, Staff Exhibit 7.0. Now, there
you state that the company has historically
recommended use of the coincident peak method for
all ocating distribution mains, but has proposed the
A&P method in this case in order to limt the scope
of the issues in this proceeding; is that correct?

A Yes.

Q Woul d you agree the conmpany has not stated
that it believes that the average and peak met hod, or
the A&P met hod, better reflects cost causation?

A Yes.

Q Woul d you agree that M. Mudra, the Nicor
witness in this area, still maintains that the cost
of mains are fixed and, thus, not a function of
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annual throughput?

A Yes.

Q And are you aware or, to your know edge,
has Ni cor ever taken the position that a portion of
di stribution mains are the result of just adding
customers to the system without regard to the | evel
of demand on the systen?

A "' m not aware of that specific position.

(Di scussion off the record.)
BY MR. ROBERTSON:

Q Al'l right. Turn to Page 26 in your direct
testinony. And |I'm | ooking at Line 560. There you
note that the A& method for allocating transm ssion
and distribution mains was used and accepted by the
Comm ssion in the company's |last two rate cases.

Is that one of the reasons you believe
the use of the A&P method is appropriate in this
case?

A Yes.

Q Now, woul d you agree that the Conm ssion
has al so approved in past cases the use of the MM
study to nodify the allocation of peak-rel ated
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portion of mains?

A Yes.
Q Now, is it -- would you agree that one of
the prem ses of the M -- strike that.

Woul d you agree that one of the
prem ses of the MDM study is that significant
portions of the |load of some |arge volume classes are
not served by small diameter mains and that this fact
shoul d be recognized in the allocation process?

A Yes.

Q Now, could you please turn to Page 28 of
your testinmony. And there you state that Nicor's
first objective for allocating revenues and desi gning
rates is to ensure that Nicor Gas recovers its
revenue requirenent. You believe that's a valid
obj ective?

(CHANGE OF REPORTER)
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(Whereupon, there was a
Change of reporters.)

A Well, | think it's an opportunity to
recover revenue requirement, but not a guarantee.

Q Al'l right. So, it's a valid objective to
design rates and allocate revenue so as to ensure --
or have the opportunity to recover the Conpany's
revenue requirement?

A Yes.

Q Woul d you agree that recovering fixed costs
with fixed charges and declining block rates are nore
conductive to neeting that objective?

A Yes.

Q You also state at Page 28 of your direct
testinony that the second and third objectives of
Ni cor pertain to basing rates and revenues on costs.
Do you agree that those are valid objectives?

A Yes.

Q Woul d you agree that it could be perceived
as unfair if some customers pay nmore than the costs
t hat they inmpose on the Company and some custoners

pay |l ess than their cost of service?
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A Yes.

Q Woul d you agree that cost-based rates are
more conducive to customers making national and
efficient -- strike that -- making rational and
efficient decisions on their use?

A Yes.

Q Is it your opinion that in allocating the
revenue requirement of Nicor it is appropriate and

reasonable to give some consideration to bill

i mpacts?
A Yes.
Q If the Comm ssion agrees with the idea that

it is appropriate and reasonable to give sonme
consideration to bill impacts, should that
consi deration necessarily be limted to a single rate
class?

A No.

Q Woul d you please turn to Page 29 of your
direct testinmony.

A Okay.

Q You state there that Nicor's approach of

movi ng residential customers only half the distance
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the full cost of service is reasonable given the
increasing economc difficulties encountered by Nicor
customers as discussed in M. Fetter's testimony; is
t hat correct?

A Well, half the distance from 95 percent of
cost recoveries. So with that explanation, yes.

Q Now, do you know whether M . Fetter
necessarily limted his coments about econom c
conditions exclusively to residential custoners?

A | can't remenber the specific quote.
know that he did indicate that custoners --
residential customers having difficulties with their
mort gages and housi ng paynents. | don't remember any
ot her specific reference.

Q Do you remenber or would you accept,
subject to check, that he also tal ks about volatility
in the gas market and current econom c uncertainty in

more general terms than just housing markets?

A | don't have any reason to say that he
didn't. | don't remember.
Q Hang on just a second.

Woul d you accept, subject to check,
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that in his detective testimny, which is Nicor gas
Exhibit 2.0 at Page 8, he testifies, The volatile gas
mar kets coupled with the current econom c
uncertainty, especially for housing markets, do not
bode well for showing -- for slowi ng of the negative
direction.

And | think he's tal king about the
negative direction of the Conmpany's ability to
recover revenues from custoners.

A "Il accept that.
Q Now, woul d you be willing to accept,
subject to check, that Daimer Chrysler is a customer

of Nicor? And you can check it Nicor's response to

Exhibit 1.03 -- I"'msorry -- to Il EC 1.03.
A Yes.
Q Now, is Chrysler considered to be one of

the big three in the auto industry?

A Yes.

Q And do you consider or are you generally
aware that they're having econom c problens at this
time?

A Yes.

525



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Are you aware any other industri al
customers of Nicor that are having econom c problenms
at this tinme?

A | certainly understand that industrial
customers -- you know, conpanies, you know, of al
ki nd of industries are encountering difficult
econom c times that seem to have definitely acquired
momentum in the recent period.

Q Now, if we use the Nicor imbedded costs of
service study as a guide, to your know edge, which
cl asses would receive greater percentage increases in
their base rates than the residential rate class Rate
1?

A According to the Conmpany's nmet hodol ogy as
shown on Exhibit 14.3, Page 1 of 1, in terms of base
rate revenues, Rate 6, Rate 75, Rate 76 and Rate 77
woul d all receive higher percentage increases in base
rates than the residential class.

Q Now, is it correct that Rate 77 receives an
increase of approximately 45 and a half percent?

A In base rates -- | don't -- we m ght be
| ooking at different iterations of the Conpany's
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proposal .

Q Al'l right. You're | ooking at the
surrebuttal or rebuttal ?

A Actually, I'"m just |ooking at fromthe
di rect case.

Q What's the percentage increase shown there?

A It's 62.43 percent for...

Q And what would be the percentage increase
shown for the residentials shown there?

A 31.26 -- 31.36.

Q s that after the application of the
residential rate cap?

A Yes.

Q OCkay. MVhat |I'm |l ooking for is the
percentage increases if we used only the results of
the cost of service study as a guide w thout applying
the residential rate cap?

A | don't have that before ne.

Q Okay. Wuld you accept, subject to check,
that Rate 7 would receive approximtely a
45.5 percent increase, and Rate 1 would receive

approximately a 35.9 percent increase?
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A Yes.

Q Now, neither the Conpany nor the Staff has
proposed to cap the increase to Rate 77 customers; is
t hat correct?

A That's correct.

Q And are you -- strike that.

Woul d you please turn to Page 30 of
your direct testinmony, and |I'm | ooking at Line 640.

A Yes.

Q There you say that the results of this rate
case are not necessarily the only strain being

exerted on household budgets and that it would be

reasonable to consider bill inpacts in the allocation
of the revenue requirement; is that correct?
A Yes.

Q Woul d you agree that the results of this
rate case are not necessarily the only strain being
exerted on the budgets of businesses within the Nicor
service territory at this time?

A Yes.

Q When you say it would be reasonable to
consider bill impacts in the allocation of the
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revenue requirement among customer classes, would

t hat consi deration pertain only to classes whose
revenues are curtailed, or should bill impacts also
be consi dered when deci ding which classes shoul d be
moved to nmore than their cost of service?

A It should be considered for all classes.

Q Woul d you agree that Rate 4 and Rate 74 are
slated to receive the small est percentage increase in
base rates in this case?

A Yes.

Q Now, I'd like you to turn to your
Exhibit 7.0, which is your rebuttal testinony,
Schedul e 7. 04.

A Did you say ny rebuttal testimny?

Q " m sorry. Your direct testinmony. Excuse
me. Thank you.

7.04, the schedule attached to your
direct testinmny, Page 6 of 7.
Now, does this schedule at Pages 6 and
7 show your proposed rate design for Rate 777
A Yes.

Q Does this schedule show that you were
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recommending a flat demand rate for Rate 77 as
conpared to a declining block demand rate that is
currently in effect?

A Yes.

Q Woul d you agree that the Conm ssion has
approved a declining block demand rate for Rate 77
for many years?

A Yes.

Q To your knowl edge, has the Staff ever
previously recommended a flat demand charge for Rate
777

A Not to nmy knowl edge.

Q Now, your proposed -- would you agree that
the rate design you show here for your proposed fl at
rate would result in an increase of 1,000 percent in
t he demand charge for these custoners?

A Well, it would be a decrease in the first
bl ock demand charge, but it would be a very
substantial increase in the second bl ock.

Q Woul d you agree that that second bl ock goes
up by approximately 1,000 percent? The current
charge is 2.63 cents, and | believe you're taking the
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demand charge to $0. 29.

A Yes.

Q W Il you agree that over 80 percent of Rate
77 demand billing units are in the second bl ock?

A Yes.

Q And the second block is demand over
10, 000 therms; is that correct?

A Yes.

Q Woul d you agree that a 1,000 percent
increase in the demand charge which recovers over
80 percent of the -- under which over 80 percent of
the class demand billing units are affected, is not

necessarily an exanmple of gradualism?

A | think it's consistent with gradualism
Q ' m sorry. Say that again.
A | think it's consistent with gradualism

Q And if the tail block demand rate goes up
by 1,000 percent, would you agree that the revenue
collected fromthis class would be much nore
sensitive to changes in usage patterns?

A It would be nopre sensitive.

Q | believe that you have indicated that you
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are proposing a flat demand charges on the ground --

or this charge in particular on the ground that it

will on encourage energy efficiency; is that correct?
A Yes.
Q Have you performed any enmpirical studies in

this case that would denpbnstrate or even suggest that
flattening the demand rates for Rate 77 will lead to
greater conservation?

A | haven't done any enpirical studies.

Q Woul d you agree that the conmmodity prices
for natural gas are much higher today than they were
at the time of Nicor Gas's |last rate case?

A | can't remember what the conmmodity price
was at the time the last case, so | can't agree with
t hat .

Q Did you review any historic gas prices in
t he preparation of your testinmny?

A | have been -- | have | ooked at historical
prices since the year 2000, and | notice that there
have been substantial spikes in individual years,
such as 2001. And | can't remenmber exactly where
prices were in 2004 when they filed their last rate
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case.

Q Did you get that information fromthe AGA
American Gas Associ ation study?

A | think the information -- | can't remenber
the source of the information.

Q Ckay. Did Staff recomend | owering Nicor's
projected usage for Rate 77 if your rate design is
accepted?

A No.

Q Did it lower the projected usage for any
other rate in which you elimnated the declining
bl ock demand charge?

A No.

Q Now, you did review M. Fetter's testinmony
in preparing your direct testimony; is that correct?

A Yes.

Q And woul d you agree, subject to check, that
M. Fetter testified at Page 5 of his direct
testinony for Nicor, quote, particular challenges for
LDCs include rising commpodity prices for national
gas, the need to enhance system infrastructure due to
growt h or aging, escalating costs of materials and
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supplies, general inflationary trends within the
broader national econony, and declining customer
usage precipitated by higher gas prices and

technol ogy advancements related to energy efficiency.
Do you agree with that statement -- or, first of all,
do you accept, subject to check, that he makes that
statement ?

A Yes.

Q Do you agree with it?

A Well, there are a nunmber of points in his
statement. There's -- if you ask nme one by one |
could give you an answer about whether | agreed
with..

Q Well, do you agree that rising commodity
prices for natural gas represent a potenti al
chall enge for |ocal distribution conpanies?

A Well, it's difficult to say just because a
year, a year and a half ago gas was a $1.50 a therm
Now it's 65 or $0.70 therm  So over that tine
period, there's significant decline.

So someti mes when you make broad
generalizations it's not clear how val uable they are
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in a -- as specific point in time.

Q Al right. Do you believe customer usage
has declined due to higher gas prices?

A It has declined -- there are a number of
factors that can determ ne customer usage. Also
there's been a general warm ng of the planet and that
has an impact on overall usage. So I think it would
be hard to docunent that -- say for sure -- | can't
say for sure at this point that customer usage is
| ower because of a rise in gas prices.

And you'd have to see over what period
of time and -- it's difficult to isolate any one
i ndi vi dual factor.

Q And you have performed no specific analysis
to determ ne whether any of those things are correct;
is that correct?

A That's correct.

Q Okay. Now, could you please turn to your
Schedul e 7.05 attached to your direct testinony,
Staff Exhibit 7.0 at Page 12 of 12.

A Ckay.

Q Now, does that page of Schedule 7.05
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purport to show bill impacts on a hypothetical Rate
77 customer or customers at various usage |evels and
at two different assumed | oad factors under your
proposed rate design?

A Yes.

Q Woul d you agree that the | argest custonmer

you use in your illustration uses 500,000 therms per
mont h?

A Yes.

Q s that the equivalent of 6 mllion therns
per year?

A Yes.

Q Woul d you accept, subject to check, that
the test year usage for Rate 77 class is al nost 367
mllion thernms?

A Yes.

Q Woul d you accept, subject to check, that
there are 31 customers in that class?

A Yes.

Q Woul d you accept, subject to check, that
t hat equates to almost 11 mllion therms per year for
t he average customer?
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A Yes.

Q And that's alnpst twice as |arge as the

| argest customer you show on your illustrative bil

i mpact analysis here in 7.05; is that correct?

A Yes.

Q Now, your

testinony in exhibits do not

address how your proposal

customers on Rate 77; is t

A It does not prov

woul d affect i ndividual
hat correct?

ide any further bill

i mpacts beyond what's provided here.

MR. ROBERTSON

Thank you,

JUDGE SAI NSOT:
MS. VONQUALEN:
couple mnutes? It
JUDGE SAI NSOT:

MS. VONQUALEN:

i ke just a very short

finished.

JUDGE SAIl NSOT:

JUDGE SAI NSOT:

That '

s all | have.

M. Lazare.

Any redirect?

Judge, could we have just a

won' t

take very | ong.

We could also brake for |unch.

| thi

Sur e.

nk he's signaling me he'd

break now so he can know he's

(Wher eupon, a break was taken.)

Okay.

We're back on the record
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with our redirect | take it.
MS. VONQUALEN: Thank you.
REDI RECT EXAM NATI ON
BY
MS. VONQUALEN:

Q M . Lazare, do you recall M. Robertson
aski ng you about whether a 1,000 percent increase in
the tail block demand charge for Rate 77 customers is
consi stent with gradualisn®?

A Yes.

Q And you said that you thought it was?

>

Yes.

Q Can you explain your answer.

A Yes? According to the Conmpany's --
according to IIEC's witness, M. Rosenberg, the total
base rates per therm for customers in Rate 77 is 3.2
cents per therm So that's the average cost of base
rates per therm for customers in the class.

The average market price for natural
gas today is about $0.65 a therm So the 3.2 cents
represents less than 5 percent of that average market
price for natural gas.
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So what ever base rates M. Robertson's
customers -- our clients would pay for natural gas it
woul d be dwarfed by the price of the gas itself. So
| do not consider, when you |ook at the overal
bills, this to be inconsistent with a principle of
gradual i sm

MS. VONQUALEN: Thank you, M. Lazare.

| have no nore questions.

RECROSS- EXAM NATI ON

BY

MR. ROBERTSON

Q M . Lazare, have you ever manufactured
anyt hi ng?

A You mean, that's not edible or drinkable?
Yes.

Q Okay. Let me ask you, do you know -- or
woul d you agree that in -- well, strike that.

If a manufacturer deals with the costs
that are imposed upon himas a function of how does
it inpact the margin on the products they sell,
woul dn't what appears to be relatively small
increases in utility bills potentially have a | arge
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i mpact on the manufacturer's margin on his product?

A It's difficult to respond to that question
wi t hout | ooking at the specific case and | ooking
about the individual problem for a manufacturer to
say whether or not a particular marginal increase in
a utility bill would be significant for that process.

Q Woul d you agree that fromthe
manuf acturer's point of view that's a legitimte
poi nt of view?

A Well, certainly costs are a huge factor
for --

Q So, for exanple, if a steel manufacturer
was making a dollar per ton on the steel that it
produced and the increase in its gas bill was such --
that its gas bill for delivery of gas was such that
t hat margin was reduced by 25, 30 percent, even
t hough it was only $0.50, that would still be a
relatively |arge deal from his point of view, would
it not?

A Based upon your hypothetical, if that was
t he i npact, yes.

Q Has the Staff, in your experience, ever
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given any consideration to that in its rate design
recommendations in this case?

A Yes, we've been -- considered the inpacts
for all custonmers and try to come up with the with
t he nost reasonable --

Q No, |I'm not talking about the inmpact for
all customers. ' m tal ki ng about the inpact -- that
ki nd of impact on the manufacturing comunity in the
Ni cor service territory, not your bill inmpact

anal ysis that you did in this case.

A Well, we base our decision on the evidence
in the case. And if II1EC, for exanple, had evidence
to show that this kind of -- the rate design |

proposed was going to have adverse inpacts on the
mar gi ns and profits of individual clients or other
producers, it would be worth our while to review the
evi dence and then to make our decisions accordingly.
But that's the evidence that we
revi ewed, and based upon that we made what we
consi dered the nost reasonable recomendati on for
rates in this case.
And it has to renmember, too, that even
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with the Iimtations put on the residential class in
this case the Conpany's original proposal still asks
that 4 out of $5 of their proposed increases cone
fromresidential customers.

So it's not like everything' s being
put on nonresidential customers and residentia
customers are getting a break here.

Q We're tal king about the inpact of your rate
desi gn change, not the Conmpany's revenue allocation.

And, so, as far as you're concerned,
it has -- the dollar inmpact on the total delivery
service rate, it could go up 5,000 percent and as
long as it was a relatively small percentage of that
customers's total gas cost, in your opinion, it
woul dn't have any significant inmpact on the customer?

A |'d have to | ook at each case. But ny
conclusion regarding the specific rate is that these
customers -- given the overall cost of gas, this is
not, | believe, on onerous rate for themto pay.

Q So as nmuch as a triple digit increase in
the customer's delivery service rate would make no
difference as long as it's a relatively small
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percent age of whatever the commodity price for gas
is?

A | didn't say it would make no difference.
' mjust saying that | don't consider it to be
inconsistent with the concept of gradualism

Q The concept of gradualism here, as applied,
is looking at bill impacts, and -- is it |ooking at
the i mpact on a custoner's total bill?

A In this case, in order to make a rel evant
comparison, it's the total bills for all customer
cl asses or nmy best approximtion of the total bills.
And given ny best approximation for |arge customers,
| do not consider this to be inconsistent with
gradual i sm

Q Al'l right. And | don't suppose there's
anything I'll say or ask you today that's going to
get you to change your mnd on that position, so |']|
st op.

MR. ROBERTSON: | have nothing further.

JUDGE SAI NSOT: Any redirect?

MS. VONQUALEN: No. Thank you.

JUDGE SAI NSOT: Okay. Thank you very nuch
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M. Lazare.

And now we're breaking for lunch.

1:30.
(Whereupon, a lunch break was
t aken.)
AFTERNOON SESSI ON
JUDGE SAI NSOT: We're back on the record in
Docket No. 08-0363. It is the matter of Northern

Il1inois Gas Conpany doi ng business as Nicor Gas
Conpany, and it concerns a proposed general increase
in natural gas rights.
OCkay. We have M. Brightwell here?
THE W TNESS: Yes, your Honor.
(W tness sworn.)
DAVI D BRI GHTWELL,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MS. VONQUALEN:
Q Good afternoon, M. Brightwell.

A Good afternoon.
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Q Pl ease state your nanme and for the record
and spell your |ast nane.

A David Brightwell, B-r-i-g-h-t-w-e-I-1.

Q VWho is your enployer, and what is your
busi ness address?

A | work for the Staff of the Illinois
Commer ce Comm ssi on. Busi ness address is 527 East
Capitol Avenue, Springfield, Illinois 62701.

Q What is your position at the Comm ssion?

A " m an econom ¢ analyst in the Policy
Program
Q M. Brightwell, did you prepare testinony

to be submtted in this proceedi ng?

A Yes.

Q Do you have before you a document which has

been identified as ICC Staff Exhibit 137
A Yes.
Q Direct testinmony of David Brightwell.
A Yes.
Q Did you prepare that docunment to be
submtted in this proceeding?

A Yes.
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Q Do you have additions or corrections to |ICC
Staff Exhibit 13?

A No.

Q You al so have before you a docunent which
has been marked as I CC Staff Exhibit 25.0, rebuttal
testinony of David Brightwell.

A Yes.

Q Did you prepare that testinmny to be
presented in this proceedi ng?

A Yes.

Q Do you have any additions or corrections to
make to I CC Staff 25.07?

A No.

Q M. Brightwell, if | were to ask you the
sanme questions today as are contained within |ICC
Staff Exhibit 13.0 and ICC Staff Exhibit 25.0, would
your answers be the same?

A Yes.

Q And is the information contained in
Exhibits 13.0 and 25.0 true and correct to the best
of your knowl edge?

A Yes.
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MS. VONQUALEN: Thank you.

At this time | nove for adm ssion into
evidence of I CC Staff Exhibit 13.0, direct testinmny
of Dave Brightwell and also ICC Staff Exhibit 25.0,
which is the rebuttal testinony.

| notes that |1 CC Staff Exhibit 25.0
has an exhibit attached as 25. 1.

JUDGE SAI NSOT: Any objection to adm ssion of
M. Brightwell's testimny and the attachment?

Heari ng none, your motion is granted
and I CC Staff Exhibit 13.0, 25.0 and 25.1 are entered
into evidence.

(Whereupon, |1CC Staff Exhibit
Nos. 13.0, 25.0 and 25.1 were
admtted into evidence.)
JUDGE SAI NSOT: Okay. VWho would like to
commence the cross-exam nation?
MS. LUSSON: Thank you, Judge.

CROSS- EXAM NATI ON

BY

MS. LUSSON:

Q Good afternoon, M. Brightwell.
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A Good afternoon.

Q |f you could turn to Page 6 of your
testimony, Line 124.

A Are you referring to --

Q ' m sorry. Your direct testinony.

A That was Page 67

Q Yes.

At Line 124 you reference
M. O Connor's testinony regarding reduced
weat her - normal i zed gas consumption for space heating
use in the test year. And you state at Line 128 that
this indicates that Nicor customers are adopting
conservation efforts wi thout the assistance of Nicor
prograns. Do you see that?

A Yes.

Q Did you perform any analysis to determ ne
what the root causes to this alleged reduction in
nat ural gas usage are?

A No, | haven't.

Q So you don't know, do you, whether the
al | eged reduction is due to conservati on,
affordability of rates, energy efficiency purchases,
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buil di ng i nprovements or any other cause?

A No, | don't.

Q Have you performed any study or enmpirical
analysis to determne the affordability of energy
efficiency measures for homeowners and/ or apartment
dwellers in Nicor service territory?

A No, | haven't.

Q Have you performed any analysis to
determ ne the | evel of awareness among Nicor's
customers as to the kind of energy efficiency

measures that can be undertaken to reduce natural gas

usage?
A No, | haven't.
Q Have you conducted a study to determ ne the

| evel of know edge in Nicor service territory as to
what is an econom cally rational energy efficiency
investment for then?

A No.

Q Woul d you agree that the kind of housing
stock that customers reside in affects their
deci sions as to whether or not to invest in energy

efficiency measures?
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A When you say the housing stocks affects

their decisions, |I'mnot sure that | follow.
Q For exampl e, whether or not they live in
apartment buildings -- |andlord owned apart ment

bui |l di ngs, whether they live in single famly
resi dence, et cetera.

A | think there would be differences that --
| can't see a tenent making energy efficient
i nvestments in sonebody else's property.

Q And have you performed any sort of study or
empirical analysis to determ ne the approxi mate
percentage of Nicor's customers who reside in
apartments or standal one homes?

A No, | haven't.

Q At Page 8 of your direct testinony,

Line 164, you state that if customers expect gas
prices to remain high for the next few years many
projects, such as replacing a water heater, become
econom cal ly viable. Do you see that?

A Yes, | do.

Q Have you done any analysis of the price
differential between standard natural gas appliances
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and the nmore energy efficient versions of those sane
appliances?

A No, | haven't.

Q Have you done any analysis of the inconme
| evel of Nicor Gas customers?

A No, | haven't.

Q Do you know how many are |ow income or to
the extent to which there is a need for financial
assistance with energy efficiency purchases?

A | believe in Mss Nichols testinony she
referenced that about 3 percent of the custonmers in
the Nicor area have LI HEAP fundi ng.

Q And outside of that 3 percent subset of the
residential customer class, have you performed any
analysis as to inconme breakdowns within
residential -- the residential class?

A No, | haven't.

Q You also state at Line 167, Page 8, that
given the hei ghtened awareness surroundi ng energy
costs and the increased economc viability of many
projects, there are likely to be nore free riders
than if the price of natural gas was | ower. Do you
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see that?

A Yes, | do.

Q You woul d agree, wouldn't you, that the
price of natural gas fluctuate year to year?

A Yes.

Q And have you done any study to determ ne
t he degree of what you call heightened awareness
surroundi ng energy costs anong Nicor customers?

A No, this was based primarily on readi ngs of
newspapers and comments that | had seen.

Q At the bottom of Page 8 and the top of
Page 9 you state that the direct benefit to custoners
who aren't receiving funds from energy efficiency
programs is negligible. Do you see that?

A Yes, | do.

Q You woul d agree, wouldn't you, that there
are exanples -- there are other exanples of utility
expenses where the Conpany recovers expenditures from
all rate payers but the benefits of those
expenditures only directly accrue to a subset of rate
payers?

A | don't have -- | don't have know edge of
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t hat specifically. It sounds reasonabl e, though.
Q For exanple, with respect to uncoll ectables
expense of a utility, would you agree that with that

particul ar expense all rate payers are paying for a

utility expenditure that benefits a subset who aren't
necessarily paying for their full utility's cost of
service?

A Are you saying that -- that the portion

that isn't paying is being subsidized by the portion
that is paying?

Q To a certain extent, yes.

A | would agree with that.

Q And with respect to infrastructure
i mprovenments, would you agree that if the Conpany
replaces a main or installs a new service line in Qak
Park, a resident of -- a customer of Nicor living in
Pl ainfield doesn't necessarily directly benefit from
that infrastructure --

A ' m not from the Chicago area. | don't
know where Plainfield is.

Q That's fair enough. Let ne restate the

gquestion then.
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Woul d you agree that if the Conpany
installs a main in one location in the Chicago area
and that a customer residing 40 mles away in another
part of Nicor service territory doesn't necessarily
benefit from that infrastructure investnment?

A That sounds reasonabl e.

Q At Page 11 of your direct testinmony,

Line 217, you state that the price of an itemis
anong the nost inportant determ nants of the anpunt
that is purchased and consumed. Do you see that?

A Yes.

Q You state that higher prices lead to fewer
purchases and | ower prices to nmore purchases in the
next sentence; is that correct?

A Yes.

Q Now is it correct to assume there that
you're tal k about the price of natural gas in those
i nstances?

A ' m tal king inspecific. MWMhat I'mreferring
to is basically referred to as the Law of Demand.

Q So that is nore from a general econom c
perspective?
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A Yes.

Q And woul d you agree that that general and
econom ¢ principle likely applies to the purchase of
energy efficiency measures and appliances?

A Yes.

Q For exanple, the nore affordable an
appliance is, the nore likely a customer is to
purchase it and vice-versa?

A Af fordable is a subjective term | would
prefer to say that the | ower price of it, that -- the
more |likely; and the higher the price, the |ess
likely.

Q Okay. And then | ooking at Lines 291
t hrough 292 on Page 15 of your direct testinony.

A Which |ines?

Q 291 through 292. It's a series of
guestions dealing with your recommendati ons regarding
the structure of the energy efficiency program

A Okay.

Q There you state that Nicor would distribute
money to the Board. Do you see that?

A Yes.

555



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Now when the Attorney General's Office
asked you about that statement in a data request is
it correct that you responded that that was based on
a msinterpretation on your part of M. O Connor's
testi nony?

A | said it may have been a
m sinterpretation.

Q Okay. Is it your understanding that the
Advi sory Board would be -- that Nicor Gas woul d
di sburse funds to the Advisory Board?

A Initially that was upon the data request.
"' m not exactly sure how the distribution would take
pl ace.

Q Now, you've read M ss Nichols testimny in
this proceeding, haven't you?

A Yes.

Q And is it correct that she has indicated
t hat under Nicor's proposal the Company woul d act as
the fiscal agent and pay all invoices with respect to
this program?

A | believe that's correct.

Q Now, it's also true, isn't it, that Nicor's
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proposed structure is nodeled after the Government's
Board structure that was approved by the Comm ssion

in the People's Gas North Shore rate case earlier

this year; is that correct?

A Yes.

Q Now, | assunme -- and correct nme if |I'm
wrong -- that you've discussed the operation of that

structure with Gene Beyer fromthe ICC who sits as a
nonvoting menmber of the Government's Board for that
program is that true?

A Yes.

Q Woul d you say that you're famliar with the
operation of that progran?

A |'ve reviewed a few of the m nutes and had
conversations with Gene regardi ng various issues. I
woul dn't say that I'mintimately famliar but that I
have some know edge of it.

Q Woul d you agree that Peoples Gas is the
fiscal agent in that program and pays all invoices
associ ated with the program if you know?

A | don't know.

Q If you know, would you agree that Peopl es
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Gas is the contracting party with all persons hired
by the Government's Board to work on the program?

A ' m sorry. The contracting?

Q Yes. That Peoples Gas signs all of the
contracts with any subcontractors.

A | don't know.

Q Li ne 295 of your testimny on Page 15, you
state that ratepayer nobney would be spent on projects
by a group over whom the Comm ssion has no authority.
Do you see that?

A Yes.

Q The Conmm ssion has authority in this case
over Nicor; is that true?

A Yes.

Q And in this docket, Nicor has vol unteered
to cede its decision-mking authority on the
substance of the programto a five-menmber advisory
board in which it will have one vote. s that your
under st andi ng of the program?

A My understanding is that it's ceding that
authority but that it believes that it should not be
hel d accountable for the -- fiscally accountable for
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t he actions that the Board takes.

Q Woul d you agree that the Conmm ssion
mai ntains the authority to order the Conpany to stop
collecting funds for energy efficiency prograns at
any time?

A | believe that's correct.

Q And woul d you agree, wouldn't you, that the
Comm ssion could initiate its own docket to end any
rat epayer financing of energy efficiency prograns,
woul d you agree?

A Yes.

Q On the bottom of Page 15 and the top of

Page 16 you question the accountability of the

program
A Yes.
Q Now, you indicate -- you reference that if

the Comm ssion agrees with the Conmpany's position
that it is not to be held responsible for any
i mprudent expenditure within the energy efficiency
program at that point in the testinmony. Do you see
t hat ?

A Ri ght .
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Q How do you define imprudent there?

A My definition of imprudent goes beyond what

M . Kubert said. | believe his exanple was that
there's -- the Board desides to take a trip to
Argentina to see energy efficiency prograns. | would

agree with M. Kubert that if there is a reasonable
expectation that a program would be successful and it
just happens to not be successful, that that
shoul dn't be deemed as an i nmprudent expenditure.
However, if there's reason to believe
or with reasonable research would -- one woul d expect
for a programto be unsuccessful and that it was
still authorized as an expenditure, | believe that
t hat would be an exanple of an imprudent expenditure.
Q Now, woul d you agree that under Nicor's
proposal there would be a program eval uator who would
perform periodic audits on the performance of the
energy efficiency progranms and woul d prepare annual
reports for the Advisory Board?
A "' m not sure about that. My i mpression was
that there would be an evaluation at the end of the
pil ot.
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Q Well, if I could, I will -- by chance do
you have with you today Ms. Nichols' testinony?

A Yes, | do.

Q If you could turn to Page 9 of her direct
testinony, Line 195 through 197.

A Ckay.

Q So you agree that as proposed by Nicor a
program eval uator would perform periodic audits on
the performance of the energy efficiency progranms
within the plan against criteria established by the
Advi sory Board and then prepare annual reports for
t he Board?

A Yes.

Q And woul d you assunme that those reports
would be filed with the Comm ssion on an annual
basi s?

A | don't know.

Q Woul d you agree that the Comm ssion could
make that a part of the order in this case that those
reports be filed with that Conm ssion?

A Yes, |'d agree to that.

Q And Nicor's proposed structure also calls
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for a third-party review within 24 nonths after

Comm ssi on approval of the programs, doesn't it? And

t hat - -
A | believe that's correct.
Q ' m sorry?
A | believe that's correct.

Q And that's indicated on Page 11 of
Ms. Nichols' testinmony.

And is it also true that that review
woul d audit and confirm that plan expenditures are
benefiting Nicor custonmers and not endusers outside
of the Conpany's service territory?

MS. VONQUALEN: M ss Lusson, do you have a
citation for testinmny for that?

MS. LUSSON: Sure. That, | believe, Page 11,
lines 244 through 246.

THE W TNESS: Yes.
BY MS. LUSSON:

Q Now, as | understand your testinmony, you
recommend that if the Comm ssion approves the Nicor
proposed energy efficiency programthat the

Comm ssi on adopt the structure used for Commonweal t h
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Edi son, Ameren and Ameren Electric Utilities; is that
correct?

A What |'m proposing is that they adopt
something simlar to that in the sense that the
Conpany is ultimately responsibile for the decisions
made and can be held -- reasonably held accountable
for the -- any findings of imprudence that may occur.

Q And is the setup that you're referring to

there the stakehol der advisory group that's a part

of -- that was established as a part of those
docket s?
A Again, I'mreferring to that it does

sonmething simlar to that where it gives
accountability as placed upon the Conpany itself,
whet her there is an opportunity for feedback for
interested parties that have know edge and expertise.

Q And are you a participant in the ongoing
st akehol der advisory group proceedi ngs?

A | have attended to tel econferencing three
or four of the meetings.

Q Okay. And how many neetings in total would

you estimate have occurred?

563



10

11

12

13

14

15

16

17

18

19

20

21

22

A | don't know. | believe there's about one
every -- maybe once a nmonth or once -- twice a nmonth.

Q And is it correct that the orders in that
docket were issued back in February?

A "' m not sure the date that they were
i ssued.

Q And, if you know, would you agree that
ComEd and Ameren are not required by statute or
Comm ssion order to adopt and i nmplement the
particul ar recommendati ons of the stakehol der
advi sory group?

A Can you repeat the question.

Q Sur e.

Woul d you agree that ComEd and Anmeren

are not required by either statute or the
Comm ssion's order to necessarily adopt and i nmpl ement
the recomendati ons of the stakehol der advisory
group?

A | believe that's correct.

MS. LUSSON: Thanks, M. Brightwell.

No further questions.
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CROSS- EXAM NATI ON

BY
MR. KELTER
Q Good afternoon, M. Brightwell. My nanme's
Rob Kel ter. ' m an attorney for the Environnmental

Law and Policy Center.

l'd like to talk with you for a m nute
about your background. You joined the Comm ssion in
June 2, 0008; is that correct?

A Yes, sir.

Q And your resume doesn't indicate that you
have any first-hand experience working with energy
efficiency progranms; is that correct?

A That is correct.

Q And do you have any experience working
directly with energy efficiency prograns?

A No, | don't.

Q Was this a specific area of concentration
for you in graduate school ?

A Energy efficiency programs specifically
wer e not . | did research in energy markets that to

sonme extent had energy efficiency concerns within the
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reason search that | did.
Q Have you exam ned any specific energy

efficiency programs in other states?

A In the course of preparing for testinmony
here, | evaluated the reports that were avail able on
the lowa Utility Board's website.

Q So you didn't | ook at M nnesota or
W sconsin or any of the other states in the region
t hat have efficiency progranms?

A No.

Q Turning to your direct testinony -- and
think all of my questions refer to your direct
testinony, if | forget to specify direct.

Turning to Page 5, at Line 101 you ask
t he question, Why should the Conmm ssion reject
Ni cor's Energy Efficiency Plan after previously
approving a simlar plan for Peoples and North Shore
Gas; is that correct?

A That's essentially what the question asks.

Q And then at Line 103 you answer the
guestion that you provide new evidence about the
effecti veness of markets for providing strong
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incentives to encourage conservation; is that

correct?
A Yes.
Q Now, is M. O Connor's testimny regarding

reduced usage in Nicor's service territory and
conbi ned with the AGA study you discuss in subsequent
pages of your testinmony the basis for that statement?

A It's part of the basis for that statenment.
The additional basis for that statenment includes --
let me see if | can find it here -- includes Figure 2
on Page 12 of ny direct testinony.

Basically, what Figure 2 indicates is

t hat these other progranms that have had energy
efficiency prograns that have been | auded for their
success are showing -- that Illinois customers are
showing sim |l ar decreases in usage that these
customers are despite the fact that mllion of
dol l ars are not being spent in Illinois on energy
efficiency prograns.

Q Turning to Page 6, Line 124, you note that
heating use declined from 183 thernms in 2004 to 1,088
in the 2009 test year; is that correct?
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A Yes.

Q Is there any evidence in the record as to
why you usage declined?

A Not to nmy knowl edge.

Q | want to show you a document from the
Energy Information Adm nistration.

M. Brightwell, | ooking down that
first colum, a few rows down it says, M dwest; and
then it says, Expenditures. Are you aware that
according to the Energy Information Adm nistration
during this same period, from 2004 to 2009, the

aver age expenditure by customers in the M dwest on

their heating bill went from $750 per year to $1,003
per year?
MS. VONQUALEN: | object to this question.

don't believe any foundati on has been laid for
M. Brightwell to testify regarding this docunent.
JUDGE SAI NSOT: M. Kelter, it's 1,008 to start
of f with.
Coul d you --
MR. KELTER: Actually, the forecast is 1003 for
08 and ' 09, your Honor.
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JUDGE SAI NSOT: No. Ri ght . Ckay. "' m | ooki ng
at the wrong nunber.

MR. KELTER: And that was his -- his conparison
was from 2004 to the test year, 2009.

JUDGE SAI NSOT: You're going to have to lay a
little foundation, though. | think she's correct.
So. ..

BY MR. KELTER:

Q M. Brightwell, are you famliar with the
Energy Information Adm nistration?

A Yes, | am

Q And are you famliar with the work that
t hey do analyzing prices and predicting prices?

A Yes, | am

Q Are you aware that according to the Energy
| nformati on Adm nistration during this same period
t hat you discuss in your testinmony, from 2004 to the
test year 2009, that expenditures went up from $750
to $1, 003 per year?

MS. VONQUALEN: Excuse ne. M. Kelter, are you
asking himif he's independently aware of that, or
are you asking himto |look at this document and
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testify to that?

MR. KELTER: Well, first, |I'"masking if he was
aware of that before he submtted his testinony.

THE W TNESS: No, | wasn't.

BY MR. KELTER:

Q And woul d you agree that that's what this
document indicates those prices are?

MS. VONQUALEN: Again, | object. | don't think
we have yet established what this docunent is or
whet her Mr. Brightwell is aware of what it is.

JUDGE SAI NSOT: She's correct. Just lay the
foundation for what this document represents.

BY MR. KELTER:

Q M. Brightwell, would you agree that this
document represents the selected U. S. average
consumer prices and expenditures for heating fuels

during the winter?
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(Wher eupon, there was
a change of reporter.)
A That appears to be what it represents.
Q And this is fromthe Energy |Information
Adm ni stration Short-Term Energy Outl ook from
November 20087
A That appears to be correct.
Q Al right. ' m going to ask the question
agai n.

Do you want me to ask both questions

again?
JUDGE SAIl NSOT: | don't think we care.
THE W TNESS: | think I would Iike you to ask

bot h questi ons again.

MR. KELTER: Okay.
BY MR. KELTER:

Q Were you aware before | ooking at this
document that according to the Energy Information
Adm ni stration, during this sanme period the average
expenditure by customers in the M dwest on their
heating bill went from $750 per year for the wi nter

03, '04 to a projected $1,003 for the winter of 'O08
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and '09?

A | was not aware of this, but this does not
surprise ne either.

In nmy testinmony, | said that prices
are amongst the factors that need reduce usage, and
this would indicate that there has been an increase
in price and that the usage decrease is admtted, at
| east partially, in response to that.

Q And it would indicate that consuners are
payi ng significantly nore today for their gas in the
wi nter than they were in the winter of '03, 'O04,
correct?

A Yes.

Q Turning to Page 16 of your testinmony, at
Line 324, you state in an answer to a question
regardi ng Rider EEP, that customers who receive
funding and institute conservati on measures have
| ower gas bills, correct?

A Yes.

Q And you continue a couple lines |later
"That this could be the difference in space heating

bei ng affordable or not," correct?
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A Yes.

Q At Page 7, Line 139 of your testinony, you
state that the AGA study that you rely on indicates
that there is a nationwide trend for residenti al
customers to enploy conservation measures, and that
t he degree of conservation increases as natural gas
prices increase; is that correct?

A | remenber saying sonmething along those
i nes.

Could you tell me which lines you're
referring to.

JUDGE SAI NSOT: And us, as well.

MR. KELTER: At Page 7, Line 139.

BY MR. KELTER:

Q You state the AGA study indicates that
there is a nationwide trend for residential customers
to empl oy conservati on measures and that the degree
of conservation increases as natural gas prices
i ncrease, correct?

A That's correct.

Q The AGA study doesn't address the effect of

energy efficiently on usage, does it?
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A Not specifically.

Q In fact, the AGA study doesn't reach any
conclusions at all regarding the effectiveness of
energy efficiency prograns, does it?

A No.

Q Do you have that AGA study with you?

A Yes, | do.

Q Could you turn to Page 6 of that study.

JUDGE SAI NSOT: M. Kelter, do you have a copy

of that study for us?

MR. KELTER: Yes, | do.

JUDGE SAI NSOT: Thanks.
BY MR. KELTER:

Q Goi ng down to the second full paragraph,
this states that other factors that i npact
resi dential energy use are the main prograns that
encourage consumers to save energy, correct?

A Are you referring to the paragraph that
starts with "the results from analyzing"?

Q No, it's the next paragraph.

A It begins with other --

MS. VON QUALEN: \What page are we on?
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MR. KELTER: Page 6.
THE W TNESS: The paragraph that begins with

"ot her factors"?

MS. VON QUALEN: |"mafraid I don't have a
Page 6.

JUDGE SAI NSOT: | just have odd.

MS. VON QUALEN: | have 5 of 7.

MR. KELTER: You just have 57

MS. VON QUALEN: Can | just stand over your
shoul ders?

MR. KELTER: Sorry about that.

JUDGE SAI NSOT: Do you have one with the odd
pages in it?

MR. KELTER: Yeah.

JUDGE SAI NSOT: Why don't we take a 5-m nute
break and you can use the Xerox machi ne.

MR. KELTER: Okay. Sorry about that.

JUDGE SAI NSOT: No problem That's what Xer ox

machi nes are for. It's not like it's a huge

docunent .

(Wher eupon, a recess was taken.)

BY MR. KELTER:



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Do you see that paragraph that starts with
"ot her"?

A Yes, | have read it.

Q It reads other factors that i npact
residential energy use are the many prograns that
encourage consumers to save energy, correct?

A Correct.

Q Then that second bull et point continues:
"State and | ocal governments al so encourage
efficiency through simlar programs," correct?

A Correct.

Q So would you agree that the study did not
take into consideration these other inmpacts?

A It acknow edges that these other inpacts
exist. The econonetric nodels, if | recal
correctly, do not specifically account for energy
efficiency prograns.

Q Are you aware of how much Nicor now spends
on energy efficiency prograns?

A No, |'m not.

Q And are you aware of how nmuch Nicor

customers now invest in energy efficiency on their

576



10

11

12

13

14

15

16

17

18

19

20

21

22

own?

A No, |'m not.

Q Woul d you agree that customers in recent
years have turned down their thernopstats?

A Can you repeat the question.

Q Woul d you agree that Nicor customers in
recent years have turned down their thernmostats?

A | don't have know edge of the behavior of
Ni cor custoners.

Q But you agree that there has been
conservation efforts in Nicor service territory,
correct?

A Correct.

Q Is it not possible that some customers in
Nicor's service territory may be unconfortably cold
due to their conservation efforts?

A | woul d agree that it's possible.

Q Shoul d the Comm ssion be concerned about

the confort and safety of customers when the

tenperatures in Northern Illinois become frigid?
A | believe it shoul d.
Q I n your testinony, you used the term
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"conservation" several tinmes. Is will a distinction
in your mnd between conservation and energy
efficiency?

A In my m nd, reduced usage is conservati on.

| acknow edge that there is various
ways to get that through short-term effects; such as
turning down the thernostat, or longer-termeffects
of increasing the insulation in your house, the
efficiency of your furnace.

Q And woul d the increasing the insulation of
your house or inproving the efficiency of your
furnace, would those be energy efficiency nmeasures?

A Yes.

Q Turning to Page 8 of your testinony, at
Line 160, you expressed concerns about free-riders
t aki ng advant age of an energy efficiency program,
correct?

A Correct.

Q And at page -- on the sanme page, at
Line 164, you further express that if customers
expect gas prices to remain high for the next few

years, many projects such as replacing a furnace or
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wat er heater become economcally viable because the
lifetime energy savings are sufficient to cover the
upfront costs, correct?

A Correct.

Q Do you have any analysis that supports that
position?

A No, this is based on econom c reasoning.

Q Do you have any idea what payback peri od
customers typically are seeking when they're
consi dering buying nore efficient gas appliances?

A No, | don't.

Q Woul d you disagree with the position that
if an energy efficiency program could | ower those
paybacks on an appliance, such as a furnace, that
more customers would be likely to invest in such an
appliance?

A ' m sorry?

Q Woul d you disagree with the position that
if an energy efficiency program would | ower those
paybacks for customers, that they would be nore
likely to invest in such energy efficient appliances?

A To the extent that they would not have
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invested in those appliances unless there was an
energy efficiency program they would not be
categorized as a free rider.

For the individuals that because of
t he higher prices were perfectly fine to do this on
their own, but they're using funds of the energy
efficiency program now that there would still be
those as free-riders.

Q Al'l right. So absent -- factoring out
free-riders, would you agree that there is some
customers out there who would be nmore likely to
invest in an energy-efficient furnace if the payback
peri od was reduced?

A Yes.

Q Now, you were here during the
Cross- Exam nati on of ELPC W tness Kubert regarding
t he Peoples Gas Operating Comm ttee and Governance
Board on Monday, weren't you?

A Yes, | was.

Q Are you aware that Ms. Nichols has

testified that the Conpany's proposal is

substantially simlar to the advisory board structure
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approved by the Comm ssion in the Peoples Gas order?

A Yes.

Q Are you aware that the Attorney General's
Office is a menber of the Peoples Advisory Board?

A Yes, | am

Q And are you aware that CUB and the
Environmental Law and Policy Center have
representatives on the Advisory Board?

A Yes, | am

Q And do you believe that those nmembers, the
Advi sory Board are diligent in protecting consumer
interests?

A | would assume that they are.

Q And in the Peoples North Shore Gas Program
Gene Beyer from Staff participates in the operating
commttee nmeetings, doesn't he?

A Yes, he does.

Q What is M. Beyer's position at the
Comm ssi on?

A He is the head of the Public Utilities
Bur eau.

Q And woul d you agree that if M. Beyer's

581



10

11

12

13

14

15

16

17

18

19

20

21

22

staff has a concern about the Peoples program that
it can take that concern directly to the Comm ssion?

A Yes.

Q At Page 15, Line 295 of your testinmony, you
st ate: "Rat epayer nobney would be spent on projects
by a group over whom the Comm ssion has no
authority;" is that correct?

A Yes.

Q And at Page 16, Line 306, along those |ines

you state: "There would be no accountability in the
program " correct? |I'msorry it's Line 305.
A | state that they agree with the Conpany's

position. Let me go back.

Q "' m | ooking at Page 16, Line 305 where it
says: "There would be no accountability in the
program "

A Ri ght. What the full sentence says that
begi ns on Line 302 of Page 15, it says:

"That the Comm ssion agrees
with the Conmpany's position, that it
is not to be held responsible for
any i mprudent expenditure with any
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Q

the energy efficiency program that
there would be effectively no

met hod for the ratepayers to

be protected from i mprudent

expendi ture, and there woul d be

no accountability in the program™

But, as we discussed, the Advisory Board

and Staff are watching over the program, correct?

A

Q

Correct.

And isn't it fair to say that the

Comm ssion has authority to watch the program at all

times?
A

Q

A

The Conmm ssion itself or the --
Ri ght. The Comm ssion itself.

| don't know how feasible it would be for

the Comm ssion to --

Q

Fair enough.

But if Staff or anybody brings any

problems to its attention, the Comm ssion could

request

A

Q

an update on the progranm?
| believe that's fair.
And the Comm ssion could hold hearings on
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t he progran?

A Yes.

Q And the Comm ssion could potentially amend
t he progran?

A | believe, that's correct.

Q O in an extrenme instance, it could even
cancel the program?

A Yes.

Q Okay. At Page 16, Line 304, in this
sentence that we are discussing, you express concern
that there would effectively be no method for the
rat epayers to be protected from i mprudent
expendi ture, correct?

A Again, this is under the assunmption that
t he Comm ssion agrees with the Conpany's position.

Q Ri ght .

If Nicor were to make an expenditure
t hat the Comm ssion deenmed inprudent, any expenditure
ri ght now, when would the expenditure be reviewed by
t he Comm ssion?

A My understanding is that in the normal
course of business, that the Company makes the
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expendi tures, and then when there's a rate case that
comes up that they have to justify that expense for
recovery purposes.

Q So if Nicor was controlling this program --

A " m sorry.
Q ' m sorry. | thought you were finished.
A The difference here is that the nmoney in

this case is being brought through riders, so that
it's getting the money upfront; it's not a case that
they're spending the nmoney and then getting the --
justifying the expense at a |l ater date.

Q But, typically, if the conpany makes an
expendi ture, the expenditure may not get reviewed for
many years; is that correct?

A | believe, that's correct.

Q Could you turn to Page 15, Line 296
pl ease.

Actual ly, start at line 295. You say
t hat ratepayer noney would be spent on projects by a
group over whom the Comm ssion has no authority, and
t hen however, at the same tinme, the Board would be
compl etely dependent on the Conmpany to collect funds
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and to continue funding the prograns beyond the
four-year pilot period, correct?
A Yes.
Q At the end of the four-year period, if
Ni cor wants to discontinue the program then any of
the parties in this proceeding, including Staff,
woul d be free to make a filing with the Conmm ssion
requesting that the programs continue, wouldn't they?
A ' m going to refer to ny rebuttal
testimony. G ve ne one second.

Page 17 of my rebuttal testinony,
lines -- beginning on Line 343, | have a paraphrase,
but it's a little bit of quote from the Comm ssion's
ruling and Nicor's 2004 rate case where it states:

"That the Comm ssion's final

order in the Conmpany's 2004 rate case
interpreted Section 9-201 of the
Public Utilities Act to mean that
i ntervenors do not have standing to
make a proposal that expands the
Utility's burden of proof."
And that's in reference to a previous
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page in their order about establishing the justness
and reasonabl eness of proposed rates and ot her
charges.

My interpretation of the way that
reads is that the Comm ssion has ruled that it would
have to be the Conpany that makes a petition to
continue this program because it's their
responsibility to establish the adjustments and
reasonabl eness of its rates and other charges.

Q But when the Conm ssion issued that ruling,
at that time, it had not approved an existing program
or those expenditures were already being made; is
t hat correct?

A It had not; however, | believe it was the
ELPC in that case that had nmade a petition at that
time to include an energy-efficiency program and
that it ruled that intervenors don't have the
aut hority to expand the Conpany's burden of proof.

Q Ri ght .

But my question was: That was in the
context of a proceeding where the Conpany did not

have an existing program correct?
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A That's correct.

Q Now, to the extent that the Conpany
requests approval of an operating expense in a rate
case using a future test year, the Company is

essentially getting the funds upfront for that

expense from customer rates; is that correct?
A | "' m not sure | understand the question.
Q Let me repeat it, and if it doesn't make
sense, I'll try to break it down for you.

To the extent that the Conpany
requests approval for an operating expense in a rate
case, using a future test year, the Conpany's getting
t he funds upfront for that expense, correct?

A It's getting the funds for those -- |'m not
sure the methodol ogy of the test year forecast.

My understanding is that it's
basically projecting what those costs are going to
be, and that it has to validate its projections as
part of the whole contested proceeding.

Q Ri ght .
Let's just take an expense |iKke

salaries. So there is a test year projection for
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what sal aries are going to cost, and then the Conmpany
recovers that ampount -- they receive that anount to
cover salaries in the rates, correct?

A That's correct.

Q Thus, they're essentially receiving that
expense from customers before the Conmm ssion does any
type of prudence review down the road, correct?

A | believe that it |ooks at the
reasonabl eness of the forecast of those costs.

Q Ri ght .

But that's not ny question. Wy
guestion is: There is no prudence review until years
down the road when they do another rate case?

A | believe, that's correct.

MR. KELTER: Thank you. That's all the
guestions | have.

CROSS- EXAM NATI ON

BY

MR. CASEY:

Q Good afternoon, M. Brightwell.

A Good afternoon.

Q Phillip Casey on behalf of Nicor Gas
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Conpany.
How woul d you like to talk about
sonmet hi ng ot her than EEP?
A Thank you, 1 think.
Q Don't worry, it's com ng
(Laughter.)
In your direct testinony, you also
di scuss the Conpany's proposed Rider CUA; is that
correct?
A Yes, | do.
Q Can you tell us what CUA stands for?
A It stands for Conpany Use Gas Adj ustment
Cost s.
Q And is it your understanding that the

Conpany's Ri der CUA seeks to address the impact of

gas price volatility associated with conpany-use gas
expense?
A | believe that's an accurate description.

Q Woul d you agree that natural gas price can
change the conmpany-use gas cost?

A Yes, | woul d.

Q And at Lines 466 through 67 of your direct
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testinony, you stated that the price of natural gas
is outside of the control of the company; is that
correct?

A Li nes 466 and 467?

Q Yes, sir.

A | state it's largely out of the control of
t he Conpany.

Q Coul d you please define the word,

"largely."
A Well, | guess natural gas price itself is
outside of the control. The total expenditure is

partly within control of the Conmpany in the sense it
can alter is usage.

Q So gas price is outside of the control, but
the volumes, is that what you're referring to, that
t he Conpany has some control over?

A Yes.

Q Have you had an opportunity to review AG
W tness Rubin's direct testimny?

A Yes, sir.

Q Al'l right. And do you agree with his

conclusion that the conpany-use volume since 2005
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have been relatively |evel?

A | ' m not

sure.

Q Woul d you accept,

t hat was his concl usi on contai ned at

and his Table 2.02?

subj ect

to check,

t hat

Li nes 320 and 21

A Those were Lines 320 through 3217

Q Correct.
A

Q Correct.
A And what
Q 2.02.

A

Q

A Subj ect
Q Per haps,

Of M. Rubin's direct

was the table?

to check,

And the concl usi on was?

| woul d

| m ssed this.

testinony?

Conpany-use volumes were relatively

| evel ?

accept that.

Do you have an opinion as to whether

or not conpany-use volumes are relatively |leve

A No, | don't.

Q Despite

not having an opinion as to that,

you propose a mechanism a change to the Rider

mechani sm to address volumes or to

Conpany to control

vol umes;

is that

i ncent the

correct?

[ ?

CUA
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A Yes, | did.

Q And is it your understanding that the
Conpany agreed to your proposed change?

A Yes, | believe that was in M. Midra's
rebuttal testinony.

Q Now, in your rebuttal testinony, you nmade a
subsequent nodification -- a proposed nodification to
the mechanism did you not?

A Can you be nmore specific?

Q OCkay. Well, after reviewing M. Rubin's
direct testimny regardi ng Account 823, in your
rebuttal testinony did you propose a new nodification
to Rider CUA?

A Yes, | did.

Q And that new modification requires that any

costs associated with Account 823 be excluded from

recovery under the rider; is that correct?
A That's correct.
Q Have you performed any studies, tests, or

made any projections as to the impact of your effect
on the Conpany's proposal ?
A No, | haven't. That proposal was based on
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my understanding that the Comm ssion renpved that
fromthe rider previously because it belonged in
Account 823.

Q When did you become aware of the
Comm ssion's decision?

A After reviewing M. Rubin's testinmny, |
went back and | ooked at the 2004 rate case.

Q Account 823 gas |l oss, that provision

doesn't prevent or exclude recovery, does it?

A Does it prevent or exclude rider recovery?
Q Not rider recovery, just recovery in
general ?

A No, it doesn't.

Q In fact, it permts recovery, but over
time?

A Yes.

Q Now, recovery under Account 823 requires a

separate request of the Comm ssion; is that correct?
A It requires a request of the Conm ssion to
anmortize the cost.
Q Now, are you famliar with other Staff
proposals with respect to Rider CUA?
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A | know that -- | believe it was Diana
Hat hhorn made sonme adjustments to reconciliation and
audi ts peri ods.

Q So the reconciliation and internal audit
provi sions recommended by Ms. Hathhorn, do you know
whet her or not the Company's accepted those
recommendati ons?

A | don't know.

Q You do not know?

A No.

Q Woul d you accept, subject to check, that
t hey had?

A Yes, | woul d.

Q So we are already going to have a
reconciliation proceeding for Rider CUA.

Agai n, assum ng the Conpany's accepted
that; is that correct?

A Assum ng that the Conpany's accepted that
and that the Comm ssion has approved the rider
itself.

Q Okay. But your recommendation is that the

Company needs to file an additional proceeding in
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addition to its annual reconciliations?

A My recomendation is that the portion of
the cost in 823 would not be part of the rider
itself.

Q And in order for the Conpany to get
recovery for that, the conpany would need to file
anot her proceeding; is that correct?

A Only if --

Q Only if they want recovery?

A Only if there was a significant charge that

they felt needed recovery.

Q Directing your attention to Lines 30
t hrough 32 of your direct testinony.

Are you there?

A Yes.

Q There you summari ze your testinmony as it
relates to Rider CUA; is that correct?

A Yes.

Q Your summary of Rider CUA is that it
transfers risks of conpany-use gas costs; is that
correct?

A Correct.



10

11

12

13

14

15

16

17

18

19

20

21

22

Q As things stand now, is it fair to say that
t he conpany currently must bear all the risks
associated with volatile natural gas prices?

A | don't believe that's a fair assunption.

Q Okay. Tell me what's unfair about it.

A Wthin it's operating cost budget as part
of the rate case that determ nes what the revenue
collections should be that a portion of those costs
go to the customers as it is.

To the extent that there is deviations
fromthe price, the Company woul d bear the risks of
t hose deviations from the price.

Q Woul d you agree Rider CUA can transfer
benefits to ratepayers?

A Yes, | think that would be accurate.

Q And why do you think that's accurate?

A In the years that the price was |ower than
was forecast, customers could receive a refund for
t hose | ower prices.

Q And wi t hout or absent Rider CUA under that
particul ar scenari o, would custonmers be entitled to a

refund?
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A No, they wouldn't.

Q Woul d you agree that ratepayers have the
ability to receive refunds when actual costs fal
bel ow approved test year |levels, that such a result
is desirable?

A That portion of the result is desirable,
yes.

Q Since filing your rebuttal testimny, have
you had an opportunity to review the rebuttal
testi nony of ELPC Cooper and the surrebuttal
testinony of O Connor and Ms. Nichol s?

A Yes, | have.

Q In your direct testinony at Lines 352 to
353, you sunmmarize your recommendation to the

Comm ssion with respect to the Conmpany's proposed

Ri der EEP?
A Ckay.
Q In your direct testinmony, your primary

recommendation is that the Conmm ssion reject Rider
EEP; is that correct?

A That is correct.

Q Havi ng reviewed the rebuttal testinony of
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ELPC and the surrebuttal testinony of O Connor and
Ni chol s on the subject of EEP, have you changed your
primary recommendation?

A No, | haven't.

Q In fact, to support your primary
recommendati on, you question the effectiveness of
energy-efficiency prograns in other M dwestern

states; is that true?

Q | direct your attention to Lines 226 and
227 of your direct testinony. There you'll find
Fi gure 2.

A Okay.

Q Were you in the room when Conpany Wt ness
Ni chol s was being cross-exam ned on Monday nmorning?

A Yes, | was.

Q And there were several questions relating
to this particular figure; is that correct?

A Yes, there were.

Q The colum identified as "Illinois"”™ within
Figure 2, is that a statew de consunption average for

residential custonmers?
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Q And just so we're clear, though, this
figure does not contain or does not represent average
consumpti on of residential customers in the Nicor Gas
service territory?

A It would be a subset that's within here.
It's not specifically to the Nicor.

Q By | ooking at Figure 2, can you tell ne
what portion in 1990 the average consunption of
134.515 relates to Nicor Gas?

A No, | can't.

Q Is it fair to say that you believe high gas
prices are effective in encouraging conservation?

A Yes, that's fair.

Q s it your opinion that high gas prices
al one are sufficiently effective?

A | believe that there can be additional
savi ngs reached with energy-efficiency plans.

| am not sure that the cost of the
pl ans doesn't make it prohibitively costly for the
benefits that are received.

Q Is it fair to say that the Illinois
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Commerce Comm ssion believes that the costs rel ated
to energy-efficiency plans are worth it?

A "' m not sure what the comm ssioners beliefs
ar e.

Q Okay. Do you believe that there are
benefits to society at large with energy efficiency?

A | believe there can be benefits.

Again, it's a question of whether the

costs associated with getting those benefits make it

wor t hwhi | e.

Q Have you performed any study, analysis, or
projection as to the -- strike that.
M. Brightwell, you indicated you

started in June 2008 at the Comm ssion?

A That's correct.

Q Are you aware that within the past 10
mont hs the Comm ssion has approved energy-efficiency
pl ans for Peoples Gas, North Shore Gas, Anmeren CILCO,
Ameren ClI Ps and Aneren | P?

A Yes, | am aware of that.

MR. CASEY: Not hi ng further.

JUDGE SAI NSOT: M . Robertson, | heard
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somewhere that you have a plane to catch?

MR. ROBERTSON: | do, your Honor. | was going
to move the adm ssion of my testimony, but | can wait
for a bit.

JUDGE SAI NSOT: OCkay. | just don't want to hold

you up unnecessarily.
MR. ROBERTSON: | appreciate that.
MR. KELTER: | was going to nove for the
adm ssion of those cross exhibits.
JUDGE SAI NSOT: Ri ght, but you're going to do
that after you get a conplete set, right?
MR. KELTER: Ri ght .
JUDGE SAI NSOT: Let's start with any redirect.
MS. VON QUALEN: I f we could have a short
break.
JUDGE SAI NSOT: Okay. So 5 m nutes?
MS. VON QUALEN: Yes.
(Wher eupon, a recess was taken.)
JUDGE SAI NSOT: You may approach.
MR. ROBERTSON: Thank you, your Honor.
At this time | would |like to nove the

adm ssion of the direct testimny of Dr. Alan
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Rosenberg I EC, Exhibit 1.0 with Exhibits 1.1 through
and including 1.6, the rebuttal testimny of Dr. Al an
Rosenberg |1 EC Exhibit 2.0, with attached Exhibits
2.1, 2.2, 2.3, 2.4 corrected, 2.5 corrected, and 2.6
corrected.

And a variation or affidavit were
submtted with both the direct and rebuttal
testinony.

JUDGE SAI NSOT: Any objection to the adm ssion
of Dr. Rosenberg's testinmony into evidence?
(No response.)

Okay. That being the case, the notion
is granted. And Il EC Exhibit 1.0 with attachnment 1.1
through 1.6, as well as 2.0 and Attachnments 2.1
t hrough 2. 6.

And | will note for the record that
2.4 through 2.6 are corrected.

Those docunments are all admtted into

evi dence.
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(Whereupon, |1EC Exhibit Nos.
1.0 with Attachments 1.1
t hrough 1.6, 2.0 and
Attachments 2.1 through 2.6,
2.4 through 2.6 Corrected were
admtted into evidence.)
MR. ROBERTSON: Thank you, your Honor. |
appreci ate the courtesy.
JUDGE SAI NSOT:  Okay. Have a save trip hone.
MR. ROBERTSON: Thank you.
MR. ROONEY: Excuse me, your Honor. We're
waiting for Judge Kinbrel to get back?
JUDGE SAI NSOT: Ri ght . M. Kelter has a paper
jam situation. That's why Judge Kimbrel left.
We're ready to go back.
(Wher eupon, a recess was taken.)
JUDGE SAI NSOT: M. Kelter, do you have a
motion?
MR. KELTER: Yes, your Honor. | would like to
get two cross exhibits admtted into the record.
The first being the Energy Information
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Short-Term Energy Outl ook from November of 2008
mar ked as ELPC Cross-Exhibit 1.0.
And the second being The Econom c
Anal ysis of Consumer Response to Natural Gas Prices
by the American Gas Association referred to in
W tness Brightwell's testinony, which |I marked as
ELPC Cross-Exhibit 2.0.
JUDGE SAI NSOT: Ckay. So you're going to bring
the -- did you bring the freshly made copies of 2.07?
MR. KELTER: Yes.
JUDGE SAI NSOT: Any objection to adm ssion of
t hose two documents into evidence?
(No response.)
Heari ng none, they are admtted into
evi dence.
They are, for the record, ELPC
Cross-Exhibit 1.0 and ELPC Cross-Exhibit 2.0.
(Wher eupon, ELPC Cross Exhibit
Nos. 1.0 and 2.0 were admtted
into evidence.)
JUDGE SAI NSOT: Okay. Redirect?
MS. VON QUALEN: Staff has no redirect for
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M. Brightwell.

JUDGE SAI NSOT: | have just one question for
you, Dr. Brightwell. Sorry about that.

THE W TNESS: That's quite all right.

CROSS- EXAM NATI ON

BY

JUDGE SAI NSOT:

Q And I'mjust trying to clarify your
position about the advisory board, the PGL Advisory
Board versus the ConmEd Advi sory Board.

It's my understanding that you don't
have a problem with the people on the PGL Advisory
Board.

And, correct nme if |I'mwrong, it was
my understanding that it has to do with noney really,
how r at epayers would recoup any | osses in the ConEd
situation versus the Peoples situation?

A To a large extent, that's correct.

In order to say | don't have a problem
with the specific people, | can't say that because
it's just put out there as a stakehol ders advisory
board at this point, but there hasn't been any
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presentation who the specific stakeholders of the
Ni cor Gas Advisory Board would be at this tine.

The general concern, though, is that
t he Conpany feels that it shouldn't be held Iiable
for the decisions that the advisory board makes, that
t hey shouldn't be financially responsible for any
i mprudent expenditures that may occur.

And | believe that that's a
reasonable, that it's a reasonable position on their
part that in order to remedy that where there is
financial accountability, I think that it would be
preferable to have the Company in charge and havi ng
something simlar to what was done with the ConmEd and
Ameren Energy Efficiency Prograns.

JUDGE SAI NSOT: OCkay. Thanks.
(W tness excused.)
MR. CASEY: Your Honor, | believe the next
witness is --
JUDGE SAI NSOT: M . Sackett.
MR. CASEY: No, | don't believe that we have
cross for M. Sackett.

JUDGE SAI NSOT: No cross? Nobody is crossing
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M . Sackett?

MR. HANZLI K: Bl air Hanzlik on behal f of
Constell ati on New Energy Gas.

We don't have cross for M. Sackett.
We actually have a matter of efficiency. W entered
into a stipulation with M. Sackett and Staff.

JUDGE SAI NSOT: Well, M. Sackett, it |ooks
i ke you can sit down then or |eave.

(Laughter.)

MR. CASEY: Your Honor, while the parties are
movi ng forward with their stipulation, we ask for a
little time.

The Conpany's speaking with the next
witness in an attenmpt to -- we're speaking with the
next w tness. It may shorten substantially the
Cross-exam nation tinme.

So if you want to take care of other
housekeepi ng measures while | tend to that, it m ght
be a good use of time.

JUDGE SAI NSOT: Sure. Okay.

You have a written stipulation it

| ooks like?
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MR. HANZLI K: Yes, your Honor, we have a
written stipulation that has been signed by both
M . Sackett and counsel for both of the parties. W
would like to take this opportunity to present it
into evidence as CNE Cross-Exhibit 1.

May | approach?

JUDGE SAI NSOT:  Sure.

MR. HANZLI K: We have shown the stipulation to
ot her parties that we believe would have interest in
the topics and have not received any objections to
the stipul ation.

JUDGE SAI NSOT: Thank you.

Now, you had sonmet hi ng.

MR. ROONEY: Yes, your Honor.

MR. HANZLIK: 1 don't mean to interrupt, | want
to make sure that that is offered.

JUDGE BEN: You're entering this as a cross
exhi bit?

MR. HANZLI K: Yes, if we can.

JUDGE BEN: You're not reading it into the
record.

MR. HANZLI K: Yes.
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JUDGE SAI NSOT: But it's a stipulation?

MR. HANZLI K: Yes, your Honor.

JUDGE SAI NSOT: Okay. Fine. That works for ne.

So you're asking for adm ssion of CNE
Gas Cross-Exhibit No. 1 into evidence?

MR. HANZLI K: Correct.

JUDGE SAI NSOT: Any objection?

(No response.)

Heari ng none, it's entered into
evi dence.

MR. HANZLI K: Thank you.

(Wher eupon, CNE Cross Exhibit
No. 1 was admtted into
evi dence.)

MR. ROONEY: Your Honor, as mentioned
previously, the one witness that Nicor Gas needs to
submt testimony for is Kevin W Kirby.

M. Kirby submtted direct testinony,
identified as Nicor Gas Exhibit 6.0 Corrected, along
with attached Exhibit 6. 1.

Rebuttal testimony, identified as
Ni cor Gas Exhibit 21.0, along with attached exhibits
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21.1 through 21.6.

And, finally, surrebuttal testinony,
identified as Exhibit Nicor Gas 40.0, along with
attached Exhibit 40.1.

And woul d nmove that these exhibits be
admtted into evidence, your Honor.

JUDGE SAI NSOT: Any objection?
(No response.)

Heari ng none, your notion is granted.
And M. Kirby's testimny, which for the record, is
Ni cor Exhibit 6.0 with the Attachment 6.1, Nicor
Exhibit 21.0 with Attachments 21.1 through 21.6, and
Ni cor Exhibit 40.0 with Attachment 40. 1.

Those are all admtted into evidence.

(Whereupon, Nicor Exhibit Nos.
6.0, Attachment 6.1, Nicor
Exhibit 21.0, Attachments 21.1
t hrough 21.6, Nicor Exhibit
40. 0, Attachment 40.1 were
admtted into evidence.)

MR. ROONEY: And that's all the Conmpany has.

JUDGE SAI NSOT: So we'll just wait for
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M. Casey.

MS. LIN: We can nmove in our exhibits, as well.

JUDGE SAI NSOT: Ckay.

MS. LIN: For the Staff wi tnesses whose crosses
were waived, in particular, Staff Cross Exhibit 1.0,
direct testinmny of Dan Kahle with attached Schedul es
1.01 through 1.07 with Attachments A through F.

In addition to Staff Exhibit 14.0,
rebuttal testinony of Dan Kahle with attached
Schedul es 14.01 through 14.07 and Attachnment A.

Do you want nme to go through all of
them at one time?

JUDGE SAI NSOT: No, let's do it witness by
wi t ness. It would be confusing if somebody were to
obj ect .

MS. LIN: We would be noving into evidence
M. Kahle's two exhibits with attached schedul es and
attached exhibits.

JUDGE SAI NSOT: Any objection -- before | start
t hat, Judge Ben has copies?

MS. LIN: Yes, she has, Judge.

JUDGE SAI NSOT: Thanks.
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Any objection to adm ssion of
M. Kahle's testinmony into evidence?
(No response.)
Heari ng none, your notion is granted.
And Staff Exhibit 1.0 with schedul es
attached, identified as Exhibits 1.01 through 1.07
and Attachments A through F, as well as Staff Exhibit
14. 0 and schedul es attached to 14.0 nunmbered 14.01
t hrough 14.07 and Attachnment A, all of those are
entered into evidence.
MS. LIN: Thank you.
(Wher eupon, Staff Exhibit
Nos. 1.0, schedul es attached,
identified as Exhibits 1.01
t hrough 1.07 and Attachments A
t hrough F, Staff 14.0 and
schedul es attached to 14.0
numbered 14.01 through 14.07
and Attachment A were admtted
into evidence.)
MS. LIN: Staff now noves into evidence, the
Staff Exhibit 3.0, direct testinony of Burma Jones
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with attached schedules 3.01 through 3.05 and Staff
Exhi bit 16.0, rebuttal testimny of Burma Jones with
attached Schedules 16.01 through 16. 02 and
Attachment A.
JUDGE SAI NSOT: Any objection to adm ssion of
Ms. Jones' testinony into the record?
(No response.)

Heari ng none, your notion is granted,
and Staff Exhibit 3.0 with the schedul es attached,
identified as 3.01 through 3.05, as well as Staff
Exhibit 16.0 with schedul es attached, identified as
16. 01 and 16.02, as well as Attachment A are adm tted
into evidence.

(Whereupon, Staff Exhibit Nos.
3.0, schedules 3.01 through
3.05, Staff Exhibit 16.0,
schedul es attached 16.01 and
16. 02, Attachment A were
admtted into evidence.)

MS. LIN:  Thank you.

This nmorning Staff also filed a motion
for leave to file Staff Exhibit 4.0R, which is the
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revised direct testimny of M ke Ostrander with
schedul es attached 4.01 through 4.04.

We are asking leave to file that
testinony and for that testinony also to be nmoved
into evidence.

JUDGE SAI NSOT: Any objection to Staff's notion
for leave to file the corrected testimny of
M. Ostrander?
(No response.)
Heari ng none, your notion is granted.
(Whereupon, Staff Exhibit
No. 4. 0R with schedules 4.01
t hrough 4.04 were admtted into
evi dence.)
MS. LIN:  Thank you.

We are also are nmoving into evidence
Staff Exhibit 17.0, rebuttal testinmny of M ke
Ostrander with attached schedule 17.01 through 17.02.

JUDGE SAI NSOT: Any objection to adm ssion of
M. Ostrander's testinmony into evidence?
(No response.)

Heari ng none, your notion is granted.
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And Staff Exhibit 4.0R with schedules attached that
are identified as 4.01 through 4.04, and also Staff
Exhibit 17.0, with schedul es attached, identified as
17.01 through 17.02, they're all admtted into
evi dence.
(Whereupon, Staff Exhibit Nos.
Staff Exhibit 4.0R with
schedul es attached, identified
as 4.01 through 4.04, Staff
Exhibit 17.0, with schedul es
attached, identified as 17.01
t hrough 17.02 were admtted
into evidence.)
(Whereupon, there was a change

of reporter.)
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MS. LIN: At this time, we would also seek to
move into evidence Staff Exhibit 5.0, Direct
Testinony of Janis Freetly with attached schedul es
5.1 through 5.7, in addition to Staff Exhibit 18.0C
Corrected Rebuttal Testimny of Janis Freetly with
attached schedules 18.1 through 18. 2.

JUDGE SAI NSOT: Any objection to the adm ssion
of Ms. Freetly's testinony into evidence?

Heari ng none, your notion is granted.
And Staff 5.0 with the attached schedul es that are
identified as 5.0 -- 5.1 through 5.7, as well as
Staff Exhibit 18.0C and the attached schedul es
identified as 18.1 through 18.2, they are al
admtted into evidence.

MS. LIN: Thank you, Judge.

(Wher eupon, Staff

Exhi bit Nos. 5.0 and 18. 0C were

admtted into evidence
as of this date.)
MS. LI N: We're also nmoving for adm ssion into
evidence Staff Exhibit 8.0, Direct Testinony of

Chri stopher Boggs, in addition to Staff Exhibit 21.0,
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Rebuttal Testimony of Christopher Boggs with attached
Exhibit 21.01

JUDGE SAI NSOT: Any objection to the adm ssion
of M. Boggs' testimony into evidence?

That being the case, your nmotion is
granted. And Staff Exhibit 8.0, as well as Staff
Exhibit 21.0 and Staff Exhibit 21.1, which is
attached to 21.0, they are all admtted into
evi dence.

(Wher eupon, Staff
Exhi bit Nos. 8.0, 21.1 and 21.0
wer e
admtted into evidence
as of this date.)
MS. LIN:  Thank you.

At this time, we're seeking for
adm ssion into evidence Staff Exhibit 9.0, Direct
Testimony of Dennis Anderson, in addition to Staff
Exhi bit 22.0, Rebuttal Testimny of Dennis Anderson.
There is a public version and a confidential version.

JUDGE SAI NSOT: O the 22.07?
MS. LIN: OFf Staff Exhibit 22.0, that's
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correct.

JUDGE SAI NSOT: So you're asking for adm ssion
of both the public and the private?

MS. LIN: That's correct.

JUDGE SAI NSOT: Yeah. Public and confidenti al .

Any objection to the adm ssion of
Denni s Anderson's testinmny?

Heari ng none, your notion is granted.
And Staff Exhibit 9.0, as well as the two versions of
Staff Exhibit 22.0, being -- one being public and one
being confidential, all three documents are admtted
into evidence.

(Wher eupon, Staff
Exhi bit Nos. 9.0 and 22.0 were
admtted into evidence
as of this date.)
MS. LIN: Thank you, Judge.

We'd al so be nmoving for adm ssion into
evidence Staff Exhibit 10.0, Direct Testinmny of Mark
Maple, in addition to Staff Exhibit 23.0, Rebuttal
Testimony of Mark Mapl e.

JUDGE SAI NSOT: Any objection to the adm ssion
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of M. Maple's testinony into evidence?

Heari ng none, your notion is granted.
And Staff -- first of all, M. Maple's testinony is
admtted into evidence. And Staff Exhibits 10.0 and
23.0 are admtted into evidence.

(Wher eupon, Staff
Exhi bit Nos. 10.0 and 23.0 were
admtted into evidence
as of this date.)
MS. LIN: Thank you, Judge.

This nmorning Staff also filed a motion
for leave to file Staff Exhibit 24.0R2, which is the
Second Revi sed Rebuttal Testimony of David Sackett,
in addition to Staff Exhibit 24.0R2.

JUDGE SAI NSOT: \What was in addition to 24.0R2?

MS. LIN: We filed a notion for leave to file
that. And the actual Staff exhibit with Attachments
A through H We filed that this morning on E-Docket.

JUDGE SAI NSOT: Okay. You' re asking for --

MS. LI N: Leave to file, yes.

JUDGE SAINSOT: -- leave to file Staff

Exhibit 24.02 --
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MS. LIN: OR 2.

JUDGE SAI NSOT: OR2 -- got it -- with
Attachments A through H. Any objection to that
nmotion?

Heari ng none, your notion is granted.

MS. LIN:  Thank you.

We are now nmoving -- seeking -- we are
now movi ng for adm ssion into evidence Staff
Exhibit 11.0R, which is the Revised Direct Testinmony
of David Sackett, in addition to Staff Exhibit
24. 0R2, which is the Second Revised Rebuttal
Testinony of David Sackett with Attachments A through
H

JUDGE SAI NSOT: Any objection to Staff's notion
to admt the testimny of M. Sackett?

Heari ng none, your notion is granted.
Staff Exhibit 11.0R, as well as Staff Exhibit 24.0R2
with Attachments A through H are admtted into

evi dence.
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(Wher eupon, Staff

Exhi bit Nos. 11.0R and 24.0R2

wer e
admtted into evidence
as of this date.)
MS. LIN:  And |l ast, but not least, Staff is
movi ng for adm ssion into evidence Staff
Exhibit 12.0, Direct Testimony of Bill Voss with

Attachment A.

JUDGE SAI NSOT: Any objection to the adm ssion

of M. Voss' testinmny?

MR. ROONEY: | think the number -- what was the

number ?
MS. LIN: 12. 0.
MR. ROONEY: Isn't that Brightwell?
MS. LIN: No. Brightwell was 13.0.
MR. ROONEY: Oh. A twi st. Okay. Thanks.
JUDGE SAI NSOT: Any objection?

That being the case, your motion is

grant ed. And Staff Exhibit 12.0 with Attachment A is

entered into evidence.
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(Wher eupon, Staff

Exhi bit No. 12.0 was
admtted into evidence
as of this date.)

MS. LIN:  And not |ast, but not l|least -- there
is one other |ast but not |east -- we are moving for
adm ssion into evidence Staff Group Cross Exhibit 1,
which is a group exhibit of stipulated data request
responses between Staff and the Company, which I'm
now tendering to Judge Benn for the record. | saved
the printing for --

JUDGE BENN: Is this all one set?

MS. LIN: It is all one set. | can --

JUDGE BENN: We'll have copies made. Don' t
worry about it.

JUDGE SAI NSOT: We'Ill get copies.

MS. LIN: Per haps, | could just read the
stipul ated DR response into the record.

JUDGE SAI NSOT: Better you than ne.

MS. LIN: Staff and the Conpany have agreed to
stipulate to the following data request responses:

JMO 4.01, JMO 12.01, SK 6.05, SK 7.02,
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JF 2.01, JF 3.06 Exhibit 1, JF 4.04, JF 12.04, JF
13. 03, DLH 13.02, DLH 33.01, DLH 33.02, MEM 9.01, CB
4. 02 supplemental responses, CB 4.03 suppl enent al
responses, CB 4.04 supplenmental responses, CB 4.08
suppl emental responses, AG, parentheses, DJE 8.07,
DAS 2. 06, DAS 4.03, DAS 7.16, DAS 7.19, CNE 2.12, CNE
3.01, DAS 7.18, NRC Staff 2.01, and NRC Staff 3.01.
We're asking that all of these data
responses be entered into evidence.
JUDGE SAI NSOT: And we're calling that a group
exhibit, | hope?
MS. LIN: Yes. Staff Group Cross Exhibit 1.
JUDGE SAI NSOT: Okay. So, Judge Benn, we just
need the -- Cross Exhibit 1 is fine.
JUDGE BENN: It's going to be Staff Cross
Exhibit 3 for us.
JUDGE SAI NSOT: Staff Cross Exhibit 3 we're
calling it because you had two others.
(Whereupon, Staff Cross
Exhi bit No. 3 was
admtted into evidence
as of this date.)
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MS. LIN: That's fine. Thank you, Judge.
JUDGE SAI NSOT: Okay.
M . Rooney?

MR. ROONEY: "1l turn it over to M. Casey.

MR. CASEY: Thank you, M. Rooney.

Your Honors, we have M. Anderson up
for cross from Vanguard.

MR. W ER: Good afternoon.

(W tness sworn.)

MR. W ER: Good afternoon, your Honor. For the
record, my name is Jonathan Wer from Ei mer Stahl
representing Vanguard Energy Services, LLC.

NEI L ANDERSON,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. W ER:
Q M . Anderson, could you please state your

name for the record.
A Nei |l Ander son.
Q And by whom are you enpl oyed?
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A Vanguard Energy Services, LLC.

QO

And what is your position at Vanguard?

>

| am a managi ng partner.

Q And what is Vanguard's business address?

A It is 850 East Di ehl Road, Suite 142,
Naperville, Illinois 60563.

Q And, M. Anderson, have you submtted
written testimny in this proceedi ng?

A | have.

Q |*ve placed two docunents before you. You
brought them up with you to the stand. The first has
been | abel ed VES Exhibit 1.0. Could you identify
this document ?

A Yes. This is nmy original testinmony.

Q And the second document is a docunent
that's been | abel ed VES Exhibit 2.0. Coul d you
identify that document?

A Yes. This is ny rebuttal testinmony.

Q Did you prepare both VES Exhibit 1.0 and
VES 2. 0?

A | did.

Q And they are true and accurate to the best
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of your know edge and belief?

A They are.

Q And if you were asked each of these
guestions in your direct and rebuttal testinmony
t oday, would your answers be the sanme?

A They woul d.

MR. WER: | would like to move to admt VES
Exhibits 1.0 and 2.0 into evidence and tender
M . Anderson for cross-exam nation.

JUDGE SAI NSOT: Do you have -- | just have sone
really boring formality questions. Are there any
attachments to 1.0 or 2.07

MR. WER: There are no attachnments.

JUDGE SAI NSOT: Okay. And you've tendered two
copies to Judge Benn?

MR. W ER: | will do that now.

JUDGE SAI NSOT: That's fine. Ckay.

Any objection to the adm ssion of VES
Exhibits 1.0 and 2.0 which are the testinony of
M . Anderson?

Heari ng none, your notion is granted,
Counsel, and VES Exhibits 1.0 and 2.0 are entered
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into evidence.
(Wher eupon, VES
Exhi bit Nos. 1.0 and 2.0 were
admtted into evidence
as of this date.)
JUDGE SAI NSOT: Cross?
MR. CASEY: Yes, your Honor.
CROSS- EXAM NATI ON
BY
MR. CASEY:
Q Good afternoon, M. Anderson.
A Good afternoon.
Q Phil Casey on behalf of Nicor Gas.

M . Anderson, based on discussions
bet ween Ni cor Gas and Vanguard Energy Services,
certain issues raised by Vanguard have been resol ved,;
is that correct?

A That's correct.

Q First, I'd like to direct your attention to
Lines 41 through 101 of your direct testinony.
Strike that.

Let's see. 25. Excuse ne. It m ght
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help if | | ooked at the right docunment.
JUDGE SAI NSOT: It's been a | ong day.
MR. CASEY: Yes, it has.

BY MR. CASEY:

Q Lines 41 through 101 of your direct
testinony. Are you there?

A Yes.

Q And in that -- in that section, you discuss
what you identified as inbalance traded gas; is that
correct?

A That's correct.

Q To address the concerns you raise regarding
the trading of gas, the Conpany and Vanguard Energy
Services has agreed to a modification of Rider 25; is
t hat correct?

A That's correct.

MR. CASEY: Your Honor, may | approach?

JUDGE SAI NSOT: Sur e.

BY MR. CASEY:

Q M . Anderson, what |'ve handed you has been

identified as Nicor Cross Exhibit No. 5. It's

identified as Rider 25, Firm Transportation Service,
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the fifth revised sheet No. 78. Do you have that in

front of you?

A | do.
Q Have you seen this before?
A | have.

Q Are you famliar with its contents?
A | am
Q And to resolve the issue that Vanguard had
regarding the trade of storage bal ances, there is

hi ghli ghted or underlined | anguage contained within

t hat document; is that correct?
A That's correct.
Q And is that -- and for purposes of this

proceeding, this rate case, the | anguage contai ned
within Rider 25 adequately addresses the concern that
you had raised in your direct testinony?

A It does.

Q Okay. For purposes of this rate case only,

does Vanguard wi thdraw its inbal ance trade gas

proposal ?
A We do.
Q Next I'd like to direct your attention to
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Lines 137 through 153. Are you there?

A | am

Q There you discuss the timng of the
cal cul ation for maximum daily contract quantities,
al so known as NMDCQ.

Have Vanguard Energy Services and
Ni cor Gas reached an agreement on this issue and has
Vanguard Energy Services agreed to withdraw its
proposed change to the MDCQ cal cul ati on?

A We have. And we have.
Q Thank you. Thank you.

Thirdly, at Lines 102 to 136, you
propose a modification to the therm ceiling contained
in Rates 5 and 75. Are you there?

A | am

Q Specifically, am |l correct to say that you
originally proposed that the ceiling be adjusted from
250,000 therms to 1.5 mllion therns?

A That's correct.

Q And, subsequent, in your rebutta
testinony, you provided an alternative ceiling amount
of 700,000 therms; is that correct?
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A It is correct.

Q Have Vanguard Energy Services and Nicor Gas
reached an agreement on this issue?

A We have.

Q And, specifically, have the parties agreed
to expand the ceiling for Rates 5 and 75 to
700, 000 therns?

A We have.

Q And based on that agreenment, is it your
understanding there will be a decrease in revenues to

Rates 4 and 74 and an increase in revenues to Rates 5

and 757

A That's correct.

Q And based on your understanding -- based on
t hat under standi ng, you expect that there will be
changes recognized in Nicor Gas' conpliance filing;

is that correct?

A That's correct.

Q Specifically, you do understand that the
company will update its E costs to reflect the new
number of eligible customers to be included in Rates
5 and 75?

632



10

11

12

13

14

15

16

17

18

19

20

21

22

A | do.

Q And is it your further understandi ng that
based on those changes, there will be a change
proposed to the rates for Rates 4, 74, 5 and 75?

A | do.

MR. CASEY: | have nothing further.

Oh. | have no further questions. I
woul d move for the adm ssion of Nicor Gas Cross
Exhi bit No. 5.

JUDGE SAI NSOT: Any objection?

Heari ng none, M . Casey, your notion

is granted. Ni cor Cross Exhibit 5 is admtted into

evi dence.
(Whereupon, Nicor Cross
Exhibit No. 5 was
admtted into evidence
as of this date.)
JUDGE SAI NSOT: | would request of -- before we

go any further, you may have nore on either side,
both parties, when you write your post-trial briefs,
to put in that brief that this issue is settled. And
to the extent -- and it's been a |long day, so don't
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hold -- don't think that I'm-- | have a fixed idea
in my mnd about this or anything else right now.

But to the extent that this may inpact
ot her issues, if that's relevant -- | can tell by the

| ook on your face, M. Casey, maybe it's not, that's

fine -- you mght include that, if it did. But it
doesn' t. | can tell. Okay.
MR. ROONEY: Your Honor, just -- what | was

going to suggest is that given there's been
resolution of a couple of other issues, too, we're
probably going to propose circulating an updated
draft outline to all the parties and then submt that
to you in advance and then we can all work off that
same outline. Because we have resolved a couple
ot her issues as well.

JUDGE SAI NSOT: Hm hnm  Are you tal king about
a prehearing menmo or --

MR. ROONEY: Ch, no.

MR. CASEY: No.

MS. LIN: Outline.

MR. ROONEY: The outline we use for the

prehearing nmemo is, | think, what the plan is to use
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for the briefs.

JUDGE SAI NSOT: Sure. Sure.

MR. ROONEY: What we want to do is update the
outline to reflect nmoving some of the contested
issues to the uncontested section.

JUDGE SAI NSOT: Sur e. Sure. | just wasn't
compr ehendi ng i medi ately how the outline would
change. So | assunmed it was something else.

MS. LIN: Yeah, because literally sonme of the
sub parts would just disappear.

MR. ROONEY: Uncont ested, right.

JUDGE SAI NSOT: Ckay.

Now, anything further?

MR. W ER: Not hi ng further, no.

JUDGE SAI NSOT: Anybody el se?

Ckay. M . Anderson, thanks very nuch.
You're excused.

THE W TNESS: Thank you.

JUDGE SAI NSOT: Anything further before we
| eave?

MR. SKEY: | just have a question.

In Iight of Judge Benn's keeping track
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of all the exhibits, are you |ooking for any sort of
further subm ssion fromthe parties in ternms of what
exhibits were submtted?
| know that in some cases that occurs;
in others, it does not. Do you have a preference on
that? In terms of |ike an exhibit |ist.
JUDGE SAI NSOT: No, no. We have the exhibit
[ist. We should --
MR. SKEY: You don't want any further
subm ssions of exhibits?
JUDGE SAI NSOT: Right.
MS. LUSSON: Can | just ask one clarifying
guesti on of Counsel for Nicor and Vanguard Services.
In light of this new agreenment or
stipulation, | just wanted to have the parties
clarify for the record that does not affect other
rates proposed in this case for the other rate
cl asses?
MR. CASEY: Well, | don't believe it is, but
' m not here to testify. So. ..
JUDGE SAI NSOT: Okay.
Just as a rem nder, when you do the
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post-trial briefs, we'll need a brief statement of
facts. And, again, it can just be a paragraph. |t
doesn't need to be anything fancy.
Anyt hing else? Well, thank you all.
This was great. You all did a really good job.
Thank you.
MR. ROONEY: Your Honor, are you going to mark
the record heard and taken?
JUDGE SAI NSOT: Heard and taken, no because of
that little situation that may ari se.
MR. ROONEY: OCkay. Thank you.
JUDGE SAI NSOT: Ri ght . So we'll do it later
on.
(Wher eupon, these were
all the proceedings

had on this date.)
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